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PRODUCTIVE APPARATUS AND THE CAPITALIST 


The characteristic aspect of modern industry is the use of a 
large and costly apparatus. The laborer, because of his poverty, 
cannot supply the equipment with which he works and becomes 
dependent on others for employment. But every larger machine 
with the necessary combinations of related appliances requires 
for its efficient operation more than one man and usually many 
men. Ownership of a complete outfit on the part of each laborer 
would, therefore, be an absurdity. To take advantage of the 
vast increase of productive power offered by the technical inven- 
tions which preceded and attended the Industrial Revolution, 
it was necessary not merely to solve the problem of who was to 
own and control the physical apparatus, but also that of bringing 
together in a coherent system many different laborers and kinds 
of labor. The method of producer’s co-operation, the joint 
use of jointly owned equipment, was not a possibility at the 
beginning of the capitalistic era. Government ownership and 
management found little favor. The larger part of the field 
was left, therefore, to the organizing power of private enterprise 
associated with private ownership of the necessary material 
means. 

Our later economic literature gives to the entrepreneur rather 
than to the capitalist the credit of having organized our pro- 
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ductive forces. But entrepreneur and capitalist are not clearly 
separable figures. The historian aiming to describe concrete 
conditions rather than the fictitious characters of economic 
analysis, may be satisfied to attribute the creation of our indus- 
trial mechanism to an undifferentiated “capitalist class.” 
The economic theorist, moreover, must recognize that the 
capitalist, the mere owner of the indispensable productive 
apparatus or the holder of a mortgage upon it, still needs to be 
consulted and deferred to on questions of organization and opera- 
tion. The larger capitalists, at least, cannot wholly escape a part 
in the decisions which are made. In reality, our capitalist con- 
tinues to be a bit of an entrepreneur. 

The peculiar function of the capitalist as such is generally 
affirmed to consist in the “abstinence” or “waiting’”’ necessary 
to the creation and maintenance of productive apparatus. To 
so great a degree has this been emphasized as his distinctive 
function that most economists probably would concede that the 
capitalist would have no excuse for existence, none of a primarily 
economic character at least, if it could be shown either that 
abstinence or waiting were no longer necessary to efficient pro- 
duction, or that the capitalist class had ceased to perform the 
function of abstaining or waiting. Neither of these conditions 
so subversive of the accepted raison d’étre of the capitalist 
prevails at present. It may, however, be argued that the first 
is a future possibility, that abstinence and waiting are not 
requirements of every conceivable efficient economic régime, 
but that a state of industrial equipment may be reached in 
which further abstinence or waiting becomes undesirable. 
And it may also be maintained that the second condition is in a 
measure becoming actual, because to an increasing extent the 
abstinence necessary for the increase and upkeep of desirable 
apparatus falls upon those who are not capitalists and who 
receive none of the “reward for abstinence.” A consideration 
of what may be said for these two theses will suggest some revision 
of the traditional view of saving, investment, and the creation 
of productive power. 





PRODUCTIVE APPARATUS AND THE CAPITALIST 


I 


Is it conceivable that there could ever be no occasion for 
further abstinence? A noteworthy part of the literature of 
economics gives the impression that there cannot be, or at least 
that it is most unlikely that there would be, too much abstinence 
or waiting. Béhm-Bawerk, for instance, in the first edition 
of his Positive Theorie, appeared to maintain that there is no 
limit to the increase of product per unit of labor to be attained 
by continued lengthening of the “average production period.”” In 
a later edition he points out that there is a “zero point” beyond 
which extensions of the production period yield no increase, but 
that this point is so remote for most lines of production that it 
need not concern the present generation of economists.? Every 
lengthening of the production period, of course, presupposes 
waiting. It could conceivably be carried so far that the ulti- 
mate gain would be purchased at too great sacrifice of present 
well-being, but human blundering is not likely to take that 
direction. In any case, if Béhm-Bawerk’s contention were 
well grounded, even excessive waiting would have some reward 
in the form of increased product. 

But it is not true that the productivity of labor can be 
indefinitely increased through extension of the production 
period, or that, for a long time to come, we shall be warranted 
in reasoning as if such were practically the case. Extending the 
average period means increasing the proportion of material 
equipment to labor in the later stages of the production of a 
commodity. Obviously at these stages there is a certain pro- 
portion of equipment to the available labor supply which will 
give the maximum per capita product. Providing apparatus 


* It is not worth while to seek to determine now which of these two terms— 
abstinence and waiting—is entitled to preference. They seem almost but not 
quite coincident in meaning and because of the desire to suggest all that both 
may indicate, the present writer is unwilling to give up either. If, however, one 
is to be dismissed from service, the other must carry the double load. 

2 Exkurs I, p. 14, of the third edition. The subject is discussed with great 
thoroughness in this Exkurs with abundant references to the literature. Some 
weighty objections to Béhm-Bawerk’s view may be found in an article by Professor 
Taussig, Quarterly Journal of Economics, May, 1908. 
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in excess of this amount would be a useless stuffing of storage 
space. 

Now if in all lines of production there is a degree of equip- 
ment which would yield the maximum output, abstinence or 
waiting would be unnecessary when this degree had been attained, 
except for the relatively much smaller amount required to replace 
apparatus as it becomes worn out. Moreover, a static economy, 
if we are to believe certain eminent economists, could maintain 
any degree of equipment once achieved without abstinence or 
waiting. This, of course, is still matter for controversy. But 
leaving fuller consideration of some of the problems involved 
to a later stage of our discussion, we address ourselves at this 
point to the question whether it is at all probable that abstinence 
or waiting could ever be carried so far as to supply the productive 
apparatus needed to secure the maximum per capita output pos- 
sible at the existing stage of technical knowledge. War-stricken 
Europe falls far short of this standard and the backward regions 
of the world have never approached it. On the other hand, in a 
considerable part of the industries of this country an increased 
utilization of existing fixed equipment would result in a dimin- 
ished cost per unit of product. That our industrial plant is too 
large for times of depression is not significant in this connection. 
But when during periods of pretty full employment of the avail- 
able supply of labor, increase of product could still be got at 
decreased unit cost, is it not evident that productive apparatus 
is in excess of the most efficient proportion ? 

And it appears probable that such is the case, at least in 
regions which have had comparatively recent spurts of industrial 
development, when we observe the considerations attending 
the founding or enlargement of productive enterprises. In 
order to allow for increase of business new establishments or 
extensions are often supplied with an apparatus in excess of 
what can be most economically employed at the time. It would 
be poor business to reconstruct and replace equipment for 
purposes of expansion long before it was worn out. But as 
enterprises are not likely to be started except in the hope of an 
early and large increase of business, there is pretty certain to be 
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a considerable excess of the more durable parts of the equipment. 
An efficient collectivism might provide for the needs of an 
increasing population by providing new establishments in 
different localities and utilizing each in the most effective way 
from the first, rather than by overequipping a few concerns with 
the expectation of finding a use ultimately for the excess of 
productive power. Our individualistic economic system makes 
inevitable an uneconomical increase of equipment. 

Now the presence of an excess of apparatus in a large part of 
the industrial field does not prove that there may be no serious 
gaps. Indeed there never was a general disproportion between 
material equipment and the available labor supply, but rather 
a strong tendency toward what, from the point of view of col- 
lective efficiency, must be called an uneconomical concentration 
of equipment at certain points. The significant question, 
however, is whether with a better distribution of equipment, it 
would not have been possible or may some time become possible 
to reach for industry as a whole the most effective proportion 
between labor and apparatus. 

Besides the more or less inevitable one-sidedness or lack of 
proportion in the distribution of equipment between different 
enterprises and lines of investment, there are two factors which 
place obstacles in the way of the attainment and the continuance 
of the perfect degree of material productive equipment for the 
entire supply of labor. These are first, the invention of new 
processes whose adoption would involve an extension of the 
“production period” and therefore an increase of abstinence 
or waiting, and second, a growth of population and consequent 
increase of the laborers for whom equipment is required. 

In regard to the first, it may be said that not all inventions 
call for an increase of abstinence even if we grant Béhm-Bawerk’s 
contention that the characteristic trait of our important inven- 
tions has been to go farther and farther back of the finished 
consumers’ goods to capture the forces of nature for productive 
purposes.’ Quite aside from the multitude of improvements in 


* For the literature on this controversial topic see Positive Theorie, 3d ed., 
Exkurs I and II, and references to Bbhm-Bawerk’s critics. 
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details causing no noticeable extension of the production period, 
we have inventions of a more revolutionary character, applied 
to the production not of consumers’ goods but of producers’ 
goods. Making labor in these lines more effective, the produc- 
tion of the new apparatus, even if it requires on an average a 
longer time to produce than did that which it supersedes, may 
demand a smaller supply of labor. The amount of abstinence 
or waiting required, however, is determined not only by the 
average length of time for which labor is “‘invested” but also by 
the amount of labor. It seems not impossible, therefore, that 
the future may see changes of a sweeping character introduced 
in methods of production with less abstinence than were those 
of the past. It is even conceivable that less abstinence may 
be required to produce and instal the new apparatus than had 
been necessary at an earlier period to replace old equipment as it 
wore out. 

As to the second obstacle to the attainment and maintenance 
of the perfect degree of equipment—the growth of population— 
does it not seem possible, indeed probable, that some time the 
increase of the world’s population must come to a stop? But 
with a stationary or declining population and no inventions made, 
or at least adopted, of the kind that call for an increased diversion 
of labor and resources from the production of consumers’ goods 
to the creation of productive apparatus, what occasion would 
there be for abstinence or waiting? Now the writer has no 
intention of definitely entering the realm of prophecy. All that 
is argued for here is that a condition of economic society is 
conceivable in which abstinence is not necessary or desirable. 
In other words, that the need for abstinence is not an inevitable 
and universal incident of economic life but may be regarded as 
appearing perhaps only at a certain stage in the evolution of 
economic society. 

In considering the conditions under which abstinence or 
waiting is desirable, let us make certain of holding the point 
of view of the collective interest. To Smith or Jones it may 
seem important to practice abstinence because possibly only in 
that way can he begin a capitalist career. But it is not yet 
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proved that the collective interest is served by having every 
Smith or Jones with capitalistic aspirations really become a 
capitalist. And to those who would maintain that we cannot 
in the collective interest have too many capitalists and too much 
“capital” (whatever that may be)‘ it may be replied that Smith’s 
abstinence or waiting which makes him a capitalist does not of 
necessity add to the total productive equipment of society. 
Smith may merely take the place of some other in the ranks of 
capitalism. His savings may give some spendthrift the oppor- 
tunity to dispose of his fixed equipment and to indulge in expendi- 
tures for consumers’ goods. In other words, there may be 
abstinence which serves only as means of changing the personnel 
of the capitalist class but adds nothing to the apparatus of 
production. Such vicarious abstinence, of course, would not 
be necessary to maintain the equipment of a collectivist régime. 

Now it will help us to get a clear view, free from individualistic 
confusions, of the minimum requirements in the way of abstinence 
if we definitely picture a competent collectivist régime and seek 
to analyze its problems.*? In such a régime the amount of 
apparatus to be created and maintained is determined by an 
authority acting, we may suppose, from the point of view of 
collective efficiency and welfare. We have already remarked 
that it would provide productive apparatus only when it could 
be adequately utilized, and we may assume that with its superior 
view of the totality of industry it would distribute equipment 
between the different groups of producers in the most effective 
proportion. Let us assume also that it would employ fully the 


* It seems best to avoid the use of the term capital in considering the subject 
of production and of the relation of the capitalist to the productive process. We 
have a sufficiently clear idea of what we mean by the capitalist, while agreement 
and consistency in regard to the meaning of the term capital seem impossible. 
The present discussion refers to tools, implements, machines, and the raw materials 
of which they are to be made. When such terms as apparatus, equipment, and 
producers’ goods are used, there is no intention of including all the “intermediate 
goods” or “‘capital goods” which appear in the process of production. Unfinished 
consumers’ goods and the materials entering into consumers’ goods, for instance, 
are not included. Land, except in so far as it is a product of labor, is also excluded. 


2 The desirability of such an organization of our economic life is, of course, 
not part of our present themes. Its possibility is assumed by way of hypothesis. 
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existing labor supply in the sense that people generally would be 
working as much as seems desirable (in the absence of great 
emergencies) and would be continuously employed, mankind 
having been freed from the hitherto prevailing cycle of overwork 
and unemployment. Under these conditions the abstinence 
or waiting necessary to secure a given degree of equipment 
might be less than under an individualistic system. The extent 
to which they would be necessary we shall see depends on the rate 
of increase or decrease of population. 

Let us take first the case of a stationary population. If the 
amount of apparatus is not in such proportion to working popula- 
tion as to give the maximum per capita product, part of the 
workers should be diverted, at least temporarily, from the pro- 
duction of consumers’ goods to the making of the desired pro- 
ducers’ goods. It would obviously be necessary to reduce 
consumption for a time below the accustomed level. Collec- 
tively, the population would be practicing abstinence or waiting. 

For a growing population to increase equipment so as to 
reach a given proportion to working population is more difficult 
and involves greater hardship. Assuming to start with that the 
working population increases at the same rate as total population, 
the increase of equipment required to attain any proportion of 
equipment to labor supply higher than the existing one, may 
be greater than the increase of working population. In other 
words, a relatively larger percentage of the labor supply may 
need to be diverted from the production of consumers’ goods to 
the production of producers’ goods, and a larger per capita 
amount of abstinence may be required than if the population 
had remained stationary. Such would be the case with the 
more durable part of the apparatus.’ 

Let us assume that a part of the apparatus once made can 
last indefinitely, and that it is the goal of our collectivist society 
to double the proportion of that kind of equipment to labor 
supply. Let the quantity of such apparatus on hand be repre- 
sented by x. If the working population remained stationary 


* It would not hold of that part of the equipment whose rate of depreciation 
was as high as or higher than the rate of increase of working population. 
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only x would need to be produced to attain the goal. If the 
working population doubled, however, 3x would have to be 
produced; if it trebled, 5x and so on—the task always growing 
more rapidly than the population. For every increment of 
population a certain equipment would have to be produced in 
order to maintain the existing degree of equipment, before pro- 
vision could be made to attain the higher degree set as a goal. 
Furthermore, if growth of population is not attended by a 
corresponding increase of natural resources made available, 
the increased labor would meet with a diminishing rate of return. 
Increased labor would be necessary to produce a given quantum 
of producers’ goods, while diminished per capita income of con- 
sumers’ goods would increase at an accelerating rate the hardship 
of abstinence. 

But the constant proportion of the working part of the 
population to the total population we have assumed is only 
one of several possibilities. There might be a rise in the birth- 
rate, in which case there would be for a time an increased pro- 
portion of non-producing population (children and women in 
childbed) to the working population. Under such conditions, 
the difficulty of attaining a higher degree of productive equip- 
ment would be greatly increased. If, however, an increase of 
population is brought about primarily through a decline in the 
death-rate of adults or through the immigration of adult workers, 
it would be easier to achieve such a large per capita income as 
to render some reduction of consumption, some abstinence, no 
longer a great hardship. 

Under certain conditions, increase of proportional equipment 
could be got without even temporary reduction of accus- 
tomed consumption. If, for instance, our collectivist régime con- 
trolled land and natural resources so large in proportion to 
population, that an increasing number of laborers could pro- 
duce goods at an increasing rather than a decreasing per capita 
rate, and if the population was increased chiefly through the 
immigration of adult workers willing to work hard (and perhaps 
for a time to consume less on an average than the native popula- 
tion)—an increase in the proportion of equipment to working 
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population could be brought about without any reduction of 
consumption. Except for the absence of the collectivist régime, 
such were conditions in this country during the larger part of 
the nineteenth century. Productive apparatus increased but 
total consumption was not reduced. 

For a decreasing population the attainment of a given degree 
of equipment would in general be easier than for a stationary 
population and much easier than for a growing population. Con- 
ditions, however, would vary according to the causes of the decline 
in numbers. ‘The most unfavorable situation would be that of a 
fall in population due to an increased death-rate among adults 
or through emigration of adult workers—leaving the productive 
part of the population a smaller fraction of the total population. 
If, however, the emigration of adults was from a densely popu- 
lated region, the remaining population, according to the law of 
diminishing returns, could increase their per capita output. If 
the decrease of population was due to a declining birth-rate, 
there would be a decrease in the non-productive part of the 
population, and labor power of the producers would thus be 
set free to make productive apparatus. No reduction of per 
capita consumption would be necessary. And finally, whatever 
be the cause of the fall in population, the amount of the more 
durable part of the apparatus which would be necessary to 
produce in order to attain a higher degree of equipment, would 
decrease at a more rapid rate than the working population. 

When once a sufficient degree of equipment has been attained, 
a stationary population can settle down to a steady per capita 
scale of consumption and a declining population may even 
increase its degree of equipment without lowering its standard of 
living. Part of the available productive forces will need to be 
kept in the industries which supply producers’ goods in order 
to renew the equipment as it wears out. But the fact that not 
all the working population and means of production are engaged 
in making immediately consumable goods involves no depriva- 
tion. The accustomed scale of living can still be maintained. 
There might indeed be more to consume if the entire laboring 
population turned to the direct production of consumers’ goods 
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and neglected the replacement of worn-out equipment. But 
it would be for a short time only, and followed quickly by a 
distressing decline in the volume of consumable goods. Absten- 
tion from such orgies of consumption is obviously so necessary 
as to be taken as a matter of course. It is not the abstinence 
enshrined in the literature of economics, which aims at positive 
future gains, but only an escape from certain and almost immedi- 
ate loss. It is not felt as abstinence, as a subjective cost of any 
kind, and should not be so designated. Nor would “waiting” 
be a happier term. There is nothing to wait for when people 
are getting as much as they will ever get. 

We need not accept unreservedly Professor John B. Clark’s 
argument for the absence of abstinence or waiting in a static 
society. When, for instance, he speaks of capital as “synchroniz- 
ing” production and consumption, or as renewing itself, his 
language is somewhat too figurative. Valid objections have 
been made to these statements of his.’ But it appears to the 
writer that the presence of abstinence in a static society can be 
asserted only if the term is used in a peculiar and somewhat 
unusual sense. Abstinence may mean a reduction of consump- 
tion below the accustomed level. Of abstinence in that sense 
there is none in the static state. Or it may mean abstention from 
a possible immediate, permanent raising of the scale of living. 
Of that kind also there is none in a static state. But if it also 
means abstention from a brief increase of consumption followed 
unerringly by a more or less permanent lowering of the accus- 
tomed scale of living, it is indeed necessary to a static society. 
It would be the price paid for the maintenance of the productive 
power already achieved but would take the place of the much 
larger price that would have to be paid for the brief pleasure of 
neglecting maintenance. 

For a static society sufficiently equipped, there is no need of 
abstinence in the sense in which we use that term. For an 
increasing population the maintenance of a desirable proportion 
of equipment once attained would probably involve some reduc- 
tion of consumption. The degree of hardship would depend 
? As, for instance, in the article by Professor Taussig already referred to. 
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on a number of factors, such as the extent to which the law of 
diminishing returns from land came into play, and the causes 
of the increase of population. But there is one factor for which 
so far we have made no allowance, which might at times make 
it possible even for an increasing population to add to its equip- 
ment or to maintain the degree of equipment already achieved, 
without lowering its scale of living. This factor is the increase 
of productive power from such things as inventions, improvement 
in organization, and increase of physical and mental vigor. If 
these increments of productive power affected the production 
of consumers’ goods primarily, a less proportion of the total 
productive resources would be needed to maintain the old level 
of consumption and productive forces thus set free could be 
devoted to the making of productive apparatus. If the produc- 
tion of the latter was the field in which improvements took 
place, the quantum of labor and natural resources formerly 
necessary to replace equipment as it wore out, might become 
sufficient not only to replace but to augment the total apparatus. 
Adherence for a time to the old level of consumption instead of 
immediate enjoyment of a possible increase of consumption would 
indeed be necessary if the degree of equipment was to be in- 
creased, but whether called abstinence or not, could hardly be 
felt as a hardship. 

Something of the same results as those following an increase 
of productive power might be got from a more complete utiliza- 
tion of the existing productive forces. We have assumed so 
far that the people of our collectivist régime would labor con- 
tinuously or at least without long interruptions, and as much as 
seems desirable. If they were willing to do more work, the 
extra toil might go to the making of an increase of productive 
apparatus, while the old level of consumption was maintained. 
There would be, however, a sacrifice of leisure, psychologically 
equivalent perhaps to a sacrifice of material consumers’ goods. 
If those doing additional work required additional subsistence 
and material comforts, others would have to consume less. 
There would be in that case no decrease of the total consumed 
by the people, but a change in its distribution. 
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A similar situation may arise in the present individualistic 
régime, in which increase of equipment is not regarded as a 
public interest for which a citizen can be expected to sacrifice his 
leisure. In times of pretty full employment of labor, it would 
be impossible to secure overtime or extra work without increasing 
outlay for wages. That laborers may be given more to consume, 
others would have to consume less, even though the total volume 
of consumers’ goods continued undiminished. 

The account of a collectivist régime which we have just 
given was for the purpose of bringing into clearer view than a 
consideration of the present system alone could present, the 
fundamental conditions involved in the attainment and mainte- 
nance of a given degree of equipment. It reveals the fact that 
under certain conditions the degree of equipment to be desired 
could be attained and kept up without abstinence or waiting. 
Abstinence or waiting is not a universally indispensable condition 
of productive efficiency. The consideration of the collectivist 
régime, however, also indicates clearly that at a time of complete 
employment increase in the proportion of equipment for a 
stationary or growing population, or maintenance of a given 
degree of equipment for a growing population, necessarily calls 
for some diversion of productive forces from the making of 
consumable goods to the service of the future. Such diversion 
of productive forces necessarily makes for a reduction in the 
total consumption or, at the least, for an abstention from a 
possible increase in consumption. 

Under collectivism the abstinence required may be distributed 
somewhat evenly over the entire population. Our present 
society has too many from whom a reduction of consumption can- 
not be expected—at least not as a voluntary act. Voluntary 
abstinence is necessarily restricted to those whose consumable 
income is in excess of the bare necessities of life. We shall see 
later that there is also involuntary, unwilling abstinence. Those, 
however, who voluntarily abstain from consuming as much as 
they have the economic power to consume, the savers and 
investors, are our capitalists and economic literature usually 
leaves the impression that their abstinence is the only kind that 
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creates capital and that it is conscious and deliberate. Thus it 
is made to appear that a matter of great consequence to general 
economic welfare, the degree of our total equipment with pro- 
ductive apparatus, is left entirely to the decisions of a compara- 
tively small part of the population, to private thrift and enter- 
prise aiming primarily at private gain. 


II 


In view of the great increase of productive apparatus both 
in absolute amount and in proportion to working population 
during the century preceding the outbreak of the world-war, 
and considering the rapid growth of population during most of 
that period, it might seem that those who had taken it upon 
themselves to make the important decisions for society’s eco- 
nomic welfare and to supply the abstinence or waiting required 
for the building of our economic power, had indeed shouldered 
and borne a heavy burden. But it is very doubtful whether 
they have agonized greatly in the practice of abstinence. The 
great extensions of apparatus, the building of railways and canals, 
the feverish days of the steel industry and of machine construc- 
tion, have always been times of recently increased productive 
power and income. An increase of productive power, due to 
previous invention and increase of equipment, made possible an 
enlarged production of producers’ goods without diminution 
of the existing volume of consumable things. The scale of 
living may even have been raised somewhat while means were 
found for an enlargement of the productive apparatus. 

A large part, if not most, of the increase of income goes to 
those who are in the capitalist class. By saving all or part of 
their increment, using it to employ labor in the construction of 
apparatus, they may perform an important function without 
hardship to themselves. It seems most improbable, therefore, 
that in the period we are considering, the scale of living of the 
capitalist class as a whole or of any large part of it was ever 
reduced below the level already attained in order to invest in an 
increased apparatus for production. The times when there is 
an actual considerable decline in the consumption of luxuries are 
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times of depression when business enterprise is not drawn to 
the construction of additional equipment. Curtailment of 
consumptive expenditure at such times, may, however, in part 
be due to the determination to provide against depreciation 
of apparatus. To the extent that this is done, we have actual 
abstinence deliberately devoted to the maintenance of productive 
efficiency. 

The decisions as to what kind and how much of productive 
apparatus was to be constructed have been made by entrepreneurs 
in close association with the capitalist investor. If we are to 
go by the textbooks, it would appear that it was the capitalist 
who determined by his more or less deliberate abstinence or 
waiting how far the equipment of human labor with productive 
apparatus could proceed. Now voluntary and deliberate ab- 
stinence has undoubtedly had important consequences both for 
the individual interests of those who practiced it and for the 
collective interest. But the traditional doctrine that all the 
necessary abstinence has been that of the voluntary savers and 
investors is misleading. A considerable and probably increasing 
proportion of the reduction or restraint of consumption has been 
supplied unconsciously and unwillingly and without reward, not 
by hopeful investors but by the discouraged recipients of fixed 
or slowly changing money incomes. Just as the economic cost 
of the war, its necessary restriction of consumption, was largely 
thrown on this class by the inflation of prices, so in times of 
peace the financing of industrial plants by expansion of bank 
credit and the consequent rise of prices have forced the necessary 
abstinence on the same unfortunate class—not on the creators 
or users of credit.” 

The increase of currency created by banks is not distributed 
evenly over the entire population. It is placed at the disposal 
of business men and by them may be used to demand an increase 
of productive equipment. To be sure, there is a tradition that 
commercial banks do not, or at least ought not to, support 


* Schumpeter refers to ‘forced saving’’ but states that it weakens the impulse 
toward voluntary saving, ‘“‘the most important factor in the creation of capital.” 
“Das Sozialprodukt und die Rechenpfennige” in Archiv fiir Sozialwissenschaft, 
XLIV, 691. 
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investment in “fixed capital,” under which term all the more 
elaborate apparatus of production would be included, but 
only in “‘circulating” or “working” capital. But it is notorious 
that banks do invest in fixed capital and loan on a large scale to 
those who make such investments; that vast constructive 
enterprises are financed by bank credit and that only after a 
time and in part do the securities fall into the hands of those 
who have practiced abstinence to save the means of buying them. 
Even if the institutions creating bank-note and deposit currency 
confined themselves to the purchase of short-time paper, to the 
supplying of ‘“‘working capital,” they would be supplying indi- 
rectly the means of purchasing “fixed capital.” The fact 
that they stand ready to provide “‘working capital” brings it 
about that almost all the funds supplied by the stockholders or 
partners of an industrial enterprise or by its long-term creditors 
are invested in “fixed capital.” If it were not for the banks, some 
of these funds supplied by proprietor and bondholder, funds 
largely the result of personal saving, would have to be reserved 
for “working capital.” 

Now when the productive forces of the world are pretty fully 
employed, an increased demand for industrial apparatus sup- 
ported by an expansion of bank credit, can be met only by the 
withdrawal of labor and facilities from the production of con- 
sumers’ goods. This will be brought about through the fact that 
while the total of dollars or other monetary units has become 
larger, the proportion of them devoted to a demand for con- 
sumers’ goods has decreased. If the increase of currency put at 
the disposition of business men desiring larger equipment were 
balanced by a corresponding increase of currency in the hands 
of the rest of the world’s population, the diversion of labor and 
resources from the making of consumable things would not 
be possible (that is, not without abstinence on the part of the 
investors). As it is, however, “consumers” will have less to 
consume. It is not likely that the business men who are granted 
enlarged credit or the bankers who loan it to them, will reduce 
their own consumption at all. Handling larger funds and so 
far as they are successful, gaining larger incomes, they would in 
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most cases buy at least as much for their own comfort and 
pleasure as before. 

The abstinence that is undergone, therefore, is that of con- 
sumers who have not secured an increase of spending power pro- 
portionally equal to that of the business world. The recipients 
of fixed or slowly changing incomes, those living on pensions and 
annuities or drawing government salaries, and a considerable 
portion of the wage-earning class, will meet with a fall in real 
income. They must practice abstinence but without the “‘reward 
for abstinence” which goes to the successful investors. The 
returns on their involuntary abstinence go to the business men 
and bankers who have successfully employed an expansion of 
currency with some anxiety, perhaps, of losing in case of failure 
a part of their previously acquired wealth, but without depriving 
themselves of anything in their accustomed scale of living. 

Back of the currency created by banks there is very little of 
deliberate or voluntary abstinence. A certain amount may 
have been necessary to make up the “capital” of our banking 
institutions and some also on the part of depositors leaving 
unspent balances. But on the basis of a given reserve there are 
possible large increases of credit that call for no further abstinence 
from either depositor or stockholder. So slight also may be the 
increased outlay for clerical and miscellaneous expenses, for these 
expansions of credit, that they may be said to be practically 
without cost. That is without cost to the banks but not to those 
whose consumable or real income is reduced by inflated prices, 
the unconscious victims of progress in industrial equipment. 

The increasing importance of the abstinence imposed upon 
others by the policies of those who determine how much of the 
world’s labor is to be devoted to the construction of equipment 
and how much to the use of the existing apparatus and resources 
in making consumable things, does not, of course, warrant the 
inference that the days of voluntary abstinence are entirely gone 
by and that the capitalist class now serves no productive purpose 
whatever. Capitalist abstinence has played a large part and 
still plays a not inconsiderable part in determining the amount 
of equipment with which our labor forces are to be supplied. 
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The historical importance of the capitalist class even the most 
radical critics of the present order would concede. At a time 
when the world was not prepared for large collective action, a 
matter affecting the interests of every class was inevitably left 
to private enterprise. The capitalist and his agent or partner, 
the entrepreneur, organized capitalistic production. Capitalist 
abstinence played a necessary part. The capitalist too has 
largely paid for the inevitable failures of a developing and 
experimental productive technique, although other classes have 
not been entirely shielded from loss. 

But with all this to the credit of the class of voluntary savers 
and investors, there is something not quite in perspective in the 
picture presented by a large part of economic literature. How 
well equipped we are to be is not wholly a matter of deliberate 
decision on the part of individuals weighing present and future 
possibilities. The process of saving and investment, even that 
of the capitalist class, is largely unconscious and involuntary. 
Sums left unspent by those who will not take the trouble to 
spend all of the large incomes which they receive probably form 
a considerable part of our investment funds. In times of 
prosperity these unspent residua increase automatically. Other 
great additions to the total of investment funds come from 
surplus accumulated out of the net income of corporations. 
When large amounts are withheld from the stockholders, not 
merely to provide for depreciation but for a positive enlarge- 
ment of equipment, the greater part of the stockholders are quite 
unconscious of practicing abstinence. In fact, as our modern 
capitalistic system develops, saving and investment become 
less and less a matter of individual choice and more and more a 
function of industrial and financial interests already organized. 
It takes on an impersonal aspect. Many capitalists are not 
conscious of the abstinence they undergo, while the class which 
suffers most from abstinence has no voice in the decisions which 
are made. 

Besides the large business and banking interests, we have in 
the governments of the chief industrial countries another group 
of powers which might dominate in the process of the investment 
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of our productive forces. As a matter of legal theory, they are 
the supreme power. In reality they do not act with entire 
independence in economic matters. Like the banking interests, 
they may levy toll on the recipients of fixed incomes by the 
method of currency inflation. In that way they have enforced 
the contraction of consumption necessitated /by a great war. 
Whether it was done by the issue-of treasurbills or by a policy 
of public borrowing with a permissive or/ehcouraging attitude 
toward the expansion of bank credit, the, t was to throw the 
economic cost of the war on those whocould not make their 
pecuniary income move with the rising price level. 

There is, however, another method of increasing the spending 
power of a government and of enforcing the economy in personal 
expenditures called for by war—the method of taxation. Expert 
economic opinion was strongly for this method as against the 
policy of inflation. But taxation might also be used to enforce 
the abstinence necessary for the creation of additional pro- 
ductive apparatus. What the tax-payer hands over to the 
government he cannot spend on himself. The government, 
however, could take the proceeds of taxation and employ labor 
in making productive equipment. If the tax is paid out of funds 
which in the absence of the tax would have been invested in 
producers’ goods, it causes no increase of equipment, but only 
shifts it from private to public control. The tax-payer, however, 
receives no distinguishable personal return from the government’s 
investment of tax funds, and would therefore probably find a 
way of paying the tax by a reduction of personal expenditures in 
order to continue to save and invest for himself almost as much 
as if no tax had been imposed. Those who had no disposition 
to save at all could be compelled by taxation to contribute to 
the government’s construction of productive apparatus. 

The business environment of modern governments has led 
them to resort to public credit rather than to the taxing power to 
provide for large public enterprises, such as docks, railways, and 
canals. That is, they have appealed to the voluntary savers, the 
capitalist investors, and to the creators and users of bank credit. 
It is not inconceivable, however, that in the years to come to a 
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far greater degree than in the past, the state may call upon the 
citizen to contribute to the construction and maintenance of 
the equipment required by the collective interest, in proportion 
to his ability and without special reward. 

Whatever may be the future course of things, the time has 
come to alter somewhat the picture of the creation and mainte- 
nance of productive apparatus presented in our economic 
manuals. Abstinence and waiting are not essentials of every con- 
ceivable efficient economic society. They are not at the present 
day entirely the deliberate and voluntary contribution of indi- 
viduals to the total of economic power. Great organized private 
interests impose them without asking leave and without promis- 
ing a reward, but quite impersonally and unconsciously, upon 
those least able to bear them. Political forces might seek to 
impose them—also without asking leave and without promise 
of reward but consciously and of set purpose—upon those who 
are best able to bear them. Whichever class is to reduce its 
consumption in order that producers’ goods may be multiplied 
will do so not of its own will, but under compulsion. 


G. A. KLEENE 


Trinity COLLEGE 
HARTFORD, CONNECTICUT 
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In the agricultural history of the year 1920 the most absorb- 

ing topics are naturally the Government’s control of wheat 
prices and the passing of the Agriculture Act. But the general 
changes indicated by the Agricultural Statistics and the further 
alteration of the minimum wage must first be noted. The 
figures for 1920, compared with those of the preceding year, show 
a decline of 289,000 acres in the arable area, and of 544,000 acres 
in the area under grain crops, wheat being diminished by 346,000 
acres and oats by 292,000 acres, while barley increased by 127,000 
acres. There was an increase of 70,000 acres in the area under 
potatoes. As regards stock, cows and heifers in milk were fewer 
by 116,000 and the total number of cattle declined by 648,000. 
Sheep declined by 1,441,000 and pigs increased by 196,000." 
Except for the increase of potatoes and the decrease in the num- 
ber of cows and heifers in milk, these changes are strikingly 
similar to those which took place between 1918 and 1919, but 
they were on the whole of larger dimensions. 

In August, 1920, the general minimum wage for adult male 
laborers in agriculture was raised from 42/— to 46/-. The repre- 
sentatives of the laborers had proposed an advance to 50/— and 
the employers, having proposed a reduction to 40/-, refused to 
agree to any advance on 42/—. In the issue, 46/— was proposed 
by the appointed members and this was carried, the workers’ 
and employers’ representatives both abstaining from voting.? 
The arguments used by the laborers’ representatives in favor of 
a 50/— minimum were: 

1. That the previous increase was inadequate. 


2. That even if it were then adequate the subsequent increase in the 
cost of living makes it now insufficient. 


t These figures are for England and Wales as are all the figures in this article 
except when the contrary is stated. 


2 With the exception of one laborer’s representative who voted against the 
proposal. See Wages Board Gazette, III, 262. 
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3. That the statutory duty of the Wages Board is, by the terms of 
Section 5 (6) of the Corn Production Act, to fix such minimum rates of wages 
‘as will enable a worker to maintain himself and his family in accordance 
with such standard of comfort as may be reasonable in relation to the 
nature of his occupation” and that the Board have no right to consider 
any consequences which may fall on the agricultural industry by the adop- 
tion of this principle.* 

4. That the rise in the wages of agricultural workers since 1914 has 
not been in proportion to the rise in the cost of living, and that in any case 
it is not sufficient merely to place the agricultural worker in the same unsatis- 
factory economic position as in 1914. 

5. That there is evidence to show that farmers can afford to pay higher 
wages than those now fixed. 

6. That wages in other occupations, especially those of railway men, 
have risen much higher than those of agricultural workers, who are more 
skilled and equally deserving. 


It would take too long to examine these contentions in detail. 
A few facts should, however, be noticed. The official index 
number of the cost of living rose between the beginning of April 
and the beginning of August by about 9 per cent and the advance 
from 42/- to 46/— is an advance of about 9} per cent. But the 
cost of living continued to rise and the average of the index 
numbers for the six months August, 1920—January, 1921 is 
greater by some 14 per cent than the figure for April. As regards 


* This point of course involves a fundamental question of principle which 
necessarily arises in all minimum wage regulation. The laborers’ position may be 
compared with that of the Hon. Dr. Findlay, attorney-general for New Zealand, 
who, speaking in the Legislative Council of New Zealand in July, 1907, said: 
“What is the judge to take as a basis on which to fix the number of pounds or 
shillings the worker has to get? For the life of me I cannot see any reasonable 
basis except the one I understand the Hon. Mr. Barr suggested—that of seeing 
that the worker shall have such a wage that he may live in decency and comfort, 
notwithstanding what the earnings of the employer are. And if a trade cannot 
be carried on so as to give the workers such a wage as to enable him to work at 
that trade and enable those who are dependent on him to live in decency, we do 
not want that trade, because there are in this country other trades still left in which 
a competent man can be paid such wages as will keep him from degradation and 
maintain him in that position in which we, as a civilized people, wish to see our 
workers as a whole.” See Ernest Aves, Report on Wages Boards, etc., Cd. 4167, 
p. 216. In an industry subject, as agriculture is, to the law of diminishing returns, 
the alternative principle, that the wage should be limited by what the industry 
can bear, has no definite meaning unless it is qualified by some understanding as 
to the intensity to which the industry shall be carried (i.e., the margin of cultiva- 
tion). 
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the contention that agricultural wages had not risen in proportion 
to the cost of living the lack of information as to the amount of 
overtime worked in 1920 and as to the extent to which minimum 
rates were exceeded in certain districts makes it impossible to 
set forth an exact comparison between the total earnings obtained 
in 1920 and those obtained in 1914. If we follow Mr. Ashby in 
taking 16/— as the average rate of cash wages of the ordinary 
laborer in 1914 it is obvious that even the minimum rate of 42/- 
exceeds this figure by more than the 155 per cent by which the 
cost of living at the beginning of August, 1920, exceeded the cost 
of living in July, 1914, and this excess would be increased if 
hourly rates rather than weekly rates were taken as the basis of 
comparison. On the other hand if we take the figure of 20/6 
which Mr. Rowntree and Miss Kendall estimated to be the 
minimum weekly income required in 1913 to keep a family of 
five persons in a state of bare physical efficiency'—or if we take 
the 20/— which many considered should have been made the agri- 
cultural minimum wage before the war*—an increase of 155 per 
cent would bring us to a figure exceeding the 50/—- demanded by 
the laborers’ representatives.’ In regard to the question whether 
farmers could in the summer of 1920 afford to pay higher wages, 
the figures in Tables I and IT show‘ that though the index number 
of the price of agricultural produce was lower in August, 1920, 
than it had been in the first four months of the year, it was still 
177 per cent higher than the average of the years 1911-13 and 
that for the whole year 1920 it was 192 per cent higher than that 
average. In connection with the comparison made between the 


*See B. Seebohm Rowntree and May Kendall, How the Laborer Lives (1913), 
Pp. 30. 

2 See Christopher Turnor, The Land and Its Problems (1921), p. 24. 

3 It must be remembered (as stated above p. 13, footnote 3) that the figures 
which indicate the rise in the cost of living do not allow for changes in diet, etc., 
since 1914, nor for the special conditions of rural districts. A labor committee, 
making a fresh investigation, criticized the Ministry of Labor’s index numbers 
and put the increase in September, 1920, as 189 per cent over July, 1914, as com- 
pared with the official figures of 161 per cent (September 1) and 164 per cent 
(October 1); but Professor Bowley has shown reason for thinking that the attack 
on the official figure “breaks down entirely.” See Economic Journal (September, 
1921), pp. 406-11. 

4 Journal of Political Economy, December, 1922, p. 767. 





24 REGINALD LENNARD 


wages of agricultural laborers and railway workers, it may be 
noted that at the end of 1919 a minimum wage of 51/— had been 
established for all adult railway workers and that by midsummer 
1920 these workers were receiving wages which exceeded the 
pre-war average rates by 40/— and over." 

In reply to the arguments advanced by the workers’ repre- 
sentatives, the representatives of the employers urged: 


1. That the increased cost of living does not press so hardly upon 
workers in agriculture as in other industries. 

2. That the provisions of the Corn Production Act must be considered 
as a whole, and that, in fixing minimum wages, the Wages Board must 
have regard to the effect which such wages will have on the production of 
food, and the employment of labor. 

3. That the rates fixed by the Board are only minima which must be 
paid to the least efficient workers, and that higher wages can be, and in 
many cases are, paid to the more efficient. 

4. That the weekly wages under the Board’s Orders must be paid 
whether the worker can be profitably employed or not; and that in this 
respect agriculture differs essentially from other industries in which the 
workers are continuously employed on productive work. 

5. That there is evidence that the present rates of wages are causing 
land to be laid down to grass and throwing many men out of employment. 


6. That any further increase in wages must result in decreased produc- 
tion and higher prices of food. 


The appointed members, in commenting on the position, said 
they viewed with concern the reduction in the arable area, but 
could not admit that the underpayment of agricultural laborers 
was a proper remedy. They advanced the somewhat startling 
contention that “if the financial results of farming under the 
present conditions are insufficient to allow of the payment of 
adequate wages to the workers, it is the duty of the Government 
to take such measures as may be necessary to establish the eco- 
nomic position of the cultivators of the soil on a sound basis.’” 

™See the Labor Gaszetie, XXVIII (1920), 290; XXIX (1921), 4. It is worth 
noting that in West Lancashire a standard wage of 60/— had been agreed to by 
the farmers in March, 1920, after a strike had been threatening. See F. E. Green, 
History of the English Agricultural Laborer 1870-1920 (1920), p. 324. 

? For some arguments against this principle see R. Lennard, “ Agricultural 
Development and National Welfare,” Nineteenth Century and After (January, 1919), 


pp. 123-24. The appointed members may, however, have meant only to maintain 
it, if the policy of the plow and guaranteed prices are taken for granted. 
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The appointed members further pointed out that “if, as has been 
argued, the Board had to consider nothing in the Act but the 
terms of Section 5 (6) it would follow that the Board has no 
responsibility in respect of any workers, except those who are 
married and have families” and expressed the opinion “that 
the Board not only has responsibilities in respect of all workers 
in Agriculture, male or female, married or single, but that they 
must also have regard to the effect of their actions upon the 
interests of the industry as a whole.” 

It would be difficult to form a decided judgment upon the 
merits of this dispute about the rate of wages. But enough has 
been said to show that the data available were such that there 
was plenty of room for honest differences of opinion on the main 
issue. 

In the meantime there had been a great to-do over the price 
of wheat. In January, 1920, the Commission on Wheat Supplies 
was paying 121/10 per 480 lbs. for imported wheat, while the 
English farmer was still receiving less than 73/— for home-grown 
wheat.? Toward the end of February, Lord Lee issued a state- 
ment saying that the following announcement had been approved 
by the Cabinet: 

It is hoped that before the Autumn of 1921 the importation and control 
of the price of wheat by the Government wili have ceased, and that farmers 
will secure the benefit of a free market at world’s prices. So long as wheat 
is still controlled, and thereby deprived of a free market, the controlled 
price of home-grown wheat of sound milling quality, harvested in 1921, 
will be the average (c.i.f.) price for the twelve months ending August 31, 
1921, of imported wheat of similar or comparable quality, provided that the 
price so paid to the home-grower shall not exceed 100/— per quarter of 504 Ibs.3 


This announcement raised a storm of indignation. It was 
clear that the price of home-grown wheat was not to be increased 


All these extracts are from a statement issued by the appointed members 
which is quoted by Sir Henry Rew, “The Wages Problem in Agriculture,” Quarterly 
Review (January, 1921), pp. 187-88. 

2 See Hansard, Parliamentary Debates: House of Commons, sth series, Vol. 125, 
column 221. The Report of the Wheat Commission states that “the depreciation 
of our exchange was such that when the £ stood at $3.35 in New York during 
February, 1920, the purchase of dollars to pay for our wheat connoted a money 
loss to us of 35/- a quarter.” See Cmd. 1544, p. 13. 


3 See Wages Board Gazette, II (March 1, 1920), 114. 
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in 1920, and that if world-prices continued to exceed £5 a quarter 
in 1921 the English farmer would be prevented from getting 
more than that price for wheat of the 1921 harvest, but that if 
prices collapsed he would have no security over and above the 
promised guaranties which were to cover at most the bare cost 
of production without allowing any profit." Moreover, the state- 
ment with which Lord Lee accompanied his announcement did 
not tend to alleviate discontent, and indeed reads rather as a 
criticism than as a defense of the Government’s policy. It men- 
tioned the decline in wheat production in the United Kingdom, 
and the fact that imported wheat was being bought at prices 
“which now range up to 135/— and average over 114/— a quarter.” 
It stated that the maximum price of 76/— a quarter (i.e., of 504 
lbs.), which was all that the home producer could get, had been 
fixed in 1918, “when the costs of production, and notably wages, 
were far lower than they are today,” that “the equivalent of 
76/- in 1918 is not less than 95/— in 1920,” and that “the con- 
trolled price has acted as a direct and effective deterrent to home 
wheat production, and in this respect is operating to the detri- 
ment of both the consumer and the taxpayer.” As regards the 
1920 crop, the statement contained the following rather myste- 
rious passage: ‘The wheat of the coming (1920) harvest is not 
directly concerned in this announcement, but it is obvious that 
its price will be indirectly and favourably affected. There will 
be an increased inducement, therefore, to sow more wheat this 
spring.’ 

By this last remark Lord Lee struck a blow at the most sub- 
stantial argument which could be urged in support of the Govern- 
ment’s decision not to raise the price before 1921—the argument 


* For the nature of the promised guaranties see Lord Lee’s speech of November 
10, 1919, in which he said: “‘We do not say that he should be guaranteed a profit’’ 
but ‘“‘that he should be guaranteed against disastrous losses for which he is in no 
sense responsible” (Journal of the Ministry of Agriculture, XXVI, 793). Compare 
the opinion of the Majority of the Royal Commission that “the principle of guar- 
antees somewhat below the bare costs of production (i.e., not including interest 
on capital or remuneration for the farmer himself) should be adopted. (See 


Cmd. 473, p. 7-) 


2 See Wages Board Gazette, II (March 1, 1920), 114-15. 
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that the wheat had already been sown and that since wheat is 
almost entirely an autumn-sown crop in Great Britain no sub- 
stantial increase in the area under wheat would result from an 
increase in price announced at the end of the winter." 

Whatever may be thought of Lord Lee’s statement, there can 
be no doubt about the reality of the outburst which followed the 
announcement of the Government’s decision. On March 2, the 
Energency Committee of the Royal Agricultural Society passed 
the following resolution: ‘‘That this committee has learnt with 
astonishment of the decision of the Government purporting to 
encourage the growing of wheat, and is convinced that a continu- 
ance of present conditions will lead to a great diminution in the 
food supply of the nation, and that nothing less than the increase 
of price indicated in Lord Lee’s recent statement to the Press for 
the 1920 crop of wheat will arrest the decline in the cultivation 
of that cereal.’” 

At a meeting of the Council of the society held on March 3, 
Mr. Overman (one of the signatories of the Majority Report of 
the Royal Commission and a very distinguished Norfolk agri- 
culturist) said ‘‘he had never known the farmers of England so 
angry as they were at the result of the Government’s announce- 
ment as to the future prices of wheat” and that “it was quite 
possible that there would be many acres of wheat crossed this 
year with oats and barley, so as to turn the wheat into dredge 
corn.” In the same week the Middlesex branch of the National 
Farmers’ Union, the chairman of which at that time was Mr. 
Robbins, the vice-president (afterward president) of the Union, 
and like Mr. Overman one of the signatories of the Majority 
Report of the Royal Commission, unanimously passed a resolu- 
tion protesting against the Government’s proposals, and expres- 
sing the opinion “‘that in the interests of the nation at large the 
Cabinet should immediately reconsider its proposals with a view 


tIn the event, the breadth of wheat sown in the spring of 1920 in England 
and Wales was 81,737 acres, as compared with 146,568 acres in 1919—and this in 
spite of the reversal of the government’s decision on March 11. 

2 See Journal of the Royal Agricultural Society, LXXXI, Appendix, p. xxii. 

3 See ibid., p. xxiii. Mixed corn could be used for feeding stock: this was 
forbidden in the case of wheat. 
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either to the immediate decontrol of wheat or, alternatively, to 
fixing for the 1920 harvest the prices proposed to be applied under 
continued control to the harvest of 1921, and that the price of 
the 1921 harvest should be reconsidered at a later date.’”* On 
March 9, the matter was discussed in the House of Commons. 
In the course of the debate Lieutenant Colonel Guiness said: 
““When the farmers sowed last year’s crop they thought that 
76/- was going to be the minimum, and not the maximum. 
That is the invariable opinion given. They may have been 
wrong, but they only took the statements of Ministers at their 
face value. They have been let down once, and they are very 
suspicious as to the Government getting into the habit of letting 
them down year by year.’” 

The Government bowed to the storm. On March 11, in 
answer to a question in the House of Commons, the Prime 
Minister said: ‘‘In order to remove the anxiety which has been 
expressed by farmers with regard to the price of the 1g20 wheat 
crop the Government has decided that so long as wheat is still 
controlled and thereby deprived of a free market, the controlled 
price of home-grown wheat of sound milling quality harvested 
in 1920 shall be the monthly average (c.i.f.) price of imported 
wheat of similar or comparable quality, provided that the price 
so paid to the home grower shall not exceed 95/— per quarter of 
504 lbs.’’ 

This statement seemed definite enough, but before the end 
of the year farmers found that though the price of imported 
wheat exceeded 102/— per 480 Ibs. they were unable to get the 
maximum price for the home-grown variety. The official 
‘Agricultural Statistics” explains the situation thus. Millers 
were overstocked with wheat and the fall in the price of wheat in 


See the Daily Telegraph, March 4, 1920. The resolution contained the follow- 
ing paragraph: “That attention should be given to the recommendation in the 
Minority Interim Report of the Royal Commission on Agriculture which was 
signed by the representatives of Labor: That so long as prices of cereals are con- 
trolled by the Government, the farmers be paid at prices not less than those at 
which the commodities controlled can be imported.” 


2 See Hansard, Parliamentary Debates: House of Commons, 5th series, Vol. 126, 
column 1176. 


3 See Hansard, ibid., columns 1524-25. 
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North America and the expectation of its continuance led bakers 
to reduce their stocks of flour to a minimum. Farmers, how- 
ever, continued to thresh and press their wheat on the market: 
a further fall in price was feared and some farmers needed ready 
money. A “not unimportant proportion” of the home-grown 
wheat offered for sale at this time was damp or of poor quality- 
Thus, though controlled millers were authorized to pay 95/- 
per 504 Ibs., “they either ceased to buy or found in practice they 
could buy for less.”* On the other hand, it was suspected by 
agriculturists that the Wheat Commission, faced with a falling 
market and the prospect of decontrol in the near future, was 
unloading its stocks and that the saturation of the market was, 
at least in part, due to this cause. On December 15, the Council 
of the National Farmers’ Union protested to the Minister of 
Agriculture and the Food Controller and made certain proposals 
with a view to stimulating the demand of millers for home-grown 
wheat. The reply of the Ministry of Agriculture (dated De- 
cember 17) stated that the wishes of the Farmers’ Union were 
being met in two respects—by a reduction of the rate of extrac- 
tion from 75 per cent to 73} per cent, and to 72 per cent when 
more than 15 per cent of British wheat was used, and by the 
revocation of the Cereals (Restriction) Order which had pre- 
vented the feeding of wheat or flour to stock. It also expressed 
the hope that ‘‘at no very distant date” the Wheat Commission 
might allow the export of wheat for seed “without any restric- 
tion other than the issue of a license on the recommendation of 
this Ministry.”? On the other hand the letter set forth the 
official view of the factors tending to depress the price of British 
wheat and reminded the Farmers’ Union that “millers are under 
no obligation to purchase grain which is not required to meet 
current needs.’’ 


* See Agricultural Statistics, 1920, Part III (Cmd. 1363), pp. 99-100. 


?As a matter of fact “the quantitative restriction on the export of home- 
milled flour was removed on December 16, 1920, and on the same day permission 
was granted for the export of flour both imported and home-milled, and also of 
wheat, to any country with which trading was permitted.” See Report of the 
Wheat Commission (Cmd. 1544), p. 88. 


3 The letter of the Farmers’ Union and the reply of the Ministry are printed 
in the Journal of the Ministry of Agriculture, XXVII (January, 1921), 895-98. 
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But the situation did not improve from the farmer’s point 
of view. The average price of British wheat which had been 
above go/— per 480 lbs. from August 21 to November 20, con- 
tinued to fall and in the week ending February 5, 1921, was 84/2." 
The Report of the Council of the National Farmers’ Union which 
was presented to the Annual General Meeting of the Union on 
February 9 spoke of the “‘repudiation by the Government of 
the Prime Minister’s pledge,” and a resolution was carried 
expressing the “‘grave dissatisfaction” which the meeting felt at 
“the failure of the Government to fulfil the Premier’s pledge.” 
It was further decided to send a telegram to the Prime Minister 
asking him to receive a deputation that same week.? 

The deputation was received on February 16. Mr. Lloyd 
George stated that he stood by his pledge “‘in the letter and in 
the spirit” and that where there was any doubt the farmer should 
have the benefit of the doubt “because it is of paramount impor- 
tance that there should be no feeling in any section of the com- 
munity that the British Government has broken faith with 
them.” Wheat had been decontrolled on January 25, but the 
Government would not take advantage of that, for so long as 
the existing relations between the millers and the Government 
continued the farmers were entitled to say they were affected 
by these conditions. 

On the following day and on February 23 there were confer- 
ences with the departments concerned and it was finally decided 
that in respect of past purchases (defined as purchases between 
November 8, 1920, and March 5, 1921) farmers or merchants 
would be entitled to receive the difference between the price 
paid by millers per 504 lbs. and 95/— free on rail or 96/- 
delivered into the mill for wheat of sound milling quality, cor- 
responding prices to be paid for inferior wheat in proportion to 
the degree of its inferiority. With regard to future purchases 
millers would be instructed to pay these prices “so long as the 
average (c.i.f.) cost of imported wheat remains above the par- 
ity” of 95/— per 504 lbs. In the event of this average falling 
t By March s it had fallen to 72/s. 

2 See Twelfth Annual Report of the National Farmers’ Union, pp. 23, 47, 48. 
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below 95/— prices would be “revised by the Wheat Commission 
in accordance with the cost of imported wheat and announced 
monthly.” These arrangements were to hold good for the rest 
of the cereal year and August 13 was suggested and subse- 
quently fixed upon as the date when they should terminate.* 

While the problem of immediate wheat prices was being 
handled in the way that has been described, the permanent 
policy of the Government was embodied in the Agriculture 
Act. Though the Interim Report of the Royal Commission on 
Agriculture was presented on December 10, 1919, the Govern- 
ment’s Bill was not introduced into the House of Commons until 
May 20, 1920. After “a somewhat agitated passage through 
Parliament’” it received the Royal Assent on December 23 and 
came into operation on January 1, 1921. It had undergone con- 
siderable alteration in the House of Lords and the changes made 
were not to the liking of the farming community.’ 

The Agriculture Act (10 and 11 Geo. V, c. 76) established 
guaranteed minimum prices for wheat and oats on the system 
and basis recommended by the Majority of the Royal Commission 
on Agriculture.‘ It did not, however, carryout the recommenda- 
tion of the Commission that the price of barley should also be 
guaranteed, nor did it embedy their recommendation that pay- 
ments in respect of guaranteed prices should be “dependent upon 
the production of a certificate from the department concerned 
to the effect—(a) that the holding in respect of which payment 
under the guaranties is claimed has been well cultivated and an 
adequate amount of labor employed upon it or that such labor 
was not available; and (b) that either one-eighth part of the 
holding or one-fourth part of the arable land (whichever be the 


* See Journal of the Ministry of Agriculture, XXVII (March, 1921), 1091-98. 

2 See Wages Board Gazette, III (January 1, 1921), 1. 

3 See the address of Mr. E. W. Langford, president of the National Farmers’ 
Union, in the Twelfth Annual Report, pp. 60-61. 

4 Sir Henry Rew, formerly assistant secretary to the Board of Agriculture, has 
described the sliding scale method of these guaranties as one “which appeared 
plausible on paper but in practice would probably have been extremely difficult to 
apply satisfactorily.” See R. Henry Rew, The Story of the Agricultural Club (1922), 
P. 94. 
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greater) is under cereal crop, or that so much less of the holding 
is under cereal crop as appears to be desirable in the public 
interest.’”* The Act further incorporated the provisions of the 
Corn Production Act of 1917 in regard to agricultural wages, 
but established a separate Wages Committee for Wales on the 
lines of the Scottish system as set up in 1917. There were con- 
siderable changes made in the provisions for enforcing proper 
cultivation. Part II of the Act dealt with the relations of land- 
lord and tenant, its most important provisions being (1) that a 
tenant required to quit without any fault should receive com- 
pensation for disturbance equal to not less than one year’s or 
more than two years’ rent, (2) that adjustments of rent should be 
subjected to arbitration, (3) that a tenant should receive compen- 
sation for improvements under certain conditions even if the land- 
lord had not consented to their execution, and (4) that a farm 
laborer living in a ‘‘farm-tied” cottage should, if evicted by his 
employer otherwise than under special specified conditions, be 
entitled to compensation for disturbance. 

The year 1921, which opened with the inauguration of the 
Agriculture Act, witnessed a further decline of 400,000 acres odd 
in the arable area, and of 285,000 acres in the breadth of grain. 
Cows and heifers in milk increased by 48,000 but the total head 
of cattle declined by 30,000. There was an increase of 449,000 
sheep and of 511,000 pigs. Apart from wheat, the price of which 
was affected by the agreement of February, the prices of cereals 
fell in the first six months of the year, and in June barley was 
selling for less than half the price it had fetched at the end of 
November. The index number of the price of agricultural 
produce in general which was 292 for the year 1920 and was 
still 286 for the month of January, 1921, fell to 202 for the month 
of June. On June 4, 1921, the area owned by occupiers in Eng- 
land and Wales amounted to 5,231,847 acres—an increase of 
more than 27} per cent since June 4, 1920.” 


*See Cmd. 473, Majority Report, § 25 (b). 
2 The acreage owned by occupiers was in 1921 just 20 per cent of the total 


acreage under crops and grass, as compared with 10.7 per cent in 1913. There 
seems to be ground for thinking that sales of land were accelerated in 1920 (or 
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It has been argued that the sense of security given by the 
passage of the Agriculture Bill through Parliament led to the 
enlargement of the wheat area, and it is true that in 1921 the 
area under wheat was greater by 101,352 acres than it had been 
in 1920. But this cannot be credited to the system of guaran- 
teed prices which the Government was setting up. The Govern- 
ment’s change of policy in regard to the price of the 1920 wheat 
crop—the change announced by the Prime Minister on March 
11, 1920—had been effective throughout the seed time. In 
each week from the middle of August to November 20, the aver- 
age price of wheat had been above go/— per 480 lbs. It was only 
after the end of November that the check came which led to 
the controversy described above. Moreover, if it had been the 
guaranties which caused the increase in the breadth of wheat, 
this factor would also have affected the sowing of oats, if any- 
thing to a greater degree. Oats are largely spring sown in Eng- 
land, and by the spring the system of guaranties was not merely 
in the process of being established—it was already the law of the 
land. And the scale of guaranties in the Agriculture Act was 
considered to put a premium on oat production." Yet oats 
declined more than wheat increased: there was a net decrease of 
21,000 acres odd in the breadth of the two guaranteed cereals. 

But whatever may or may not have been the effect of the 
Agriculture Act, its influence was of short duration. The first 
clause of Part I of the Act, which was the part dealing with 


rents raised) in anticipation of the passing of the Agriculture Act: this makes the 
delay in its introduction important. See Year Book of the National Farmers’ 
Union for 1921, p. 195. The figures do not of course show whether or not the chief 
part of the increase in occupying ownership between June 4, 1920, and June 4, 
1921, took place before the end of 1920. 

t The Minister of Agriculture, speaking in the House of Commons on July 4, 
1921, of the guaranteed prices of the Agriculture Act, said: ‘There can be no doubt 
that the Royal Commission who fixed these guaranteed prices and whose figures 
were accepted by the Government put the price of oats very high. It is entirely 
out of the parity which has generally prevailed in the matter of wheat and oats. 
Ordinarily the parity has been wheat 100/-, oats 55/-. As regards these guar- 
anteed prices, the figures are wheat 100/-, oats 66/-. I feel no doubt in my own 
mind that if the price of wheat be right the price for oats is too high.” See Hansard, 
Parliamentary Debates, Vol. 144 (July 4, 1921), column 67. 
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guaranteed prices and minimum wage regulation and was tech- 
nically an amendment of the Corn Production Act of 1917, ran 
as follows: “Subject as hereinafter provided, the provisions of 
the Act of 1917 shall continue in force until Parliament other- 
wise determines: Provided that it shall be lawful for His Majesty, 
on an address presented to him by both Houses of Parliament 
praying that the Act of 1917 shall cease to be in force, by Order 
in Council to declar. that that Act shall cease to be in force on 
the expiration of the fourth year subsequent to the year in which 
the Order is made.” That the guaranties were to be subject to 
a four years’ notice of withdrawal was of the essence of the 
Government’s policy. 

Yet on June 8, 1921, Sir Arthur Griffith-Boscawen who had 
succeeded Lord Lee as Minister of Agriculture’ made the follow- 
ing announcement in the House of Commons: 


The Government have been carefully considering for some time past 
the operation of the Agriculture Act, and have come to the conclusion that 
the financial liability on the State under Part I of the Agriculture Act is 
more than the country car afford under present circumstances, and con- 
sequently that there is no alternative but to terminate at the earliest possible 
date the policy guaranteeing minimum prices for wheat and oats. This 
decision involves also the repeal of the provisions relating to the minimum 
wage for agricultural workers and to the control of cultivation by the State, 
which are contained in Part I of the Agriculture Act and in the Corn Produc- 
tion Act. I may add that payments will, of course, have to be made in 
respect of the wheat and oats which will be harvested this year.? 


Because of this complete change of policy, the year 1921 will, 
according to Sir Henry Rew, be most memorable in agricultural 
history as “‘that in which agriculture endured the heaviest blow 
ever dealt to it by a British Government.” He writes: 

Never had the agricultural interest received such earnest assurances of 
assistance, such emphatic protestations of sympathy. Pledges in the most 
definite form were given by the Prime Minister and other members of the 
Government, and embodied in an Act which was passed by large majorities. 
An agricultural policy was thus framed and endorsed with every demonstra- 


* Lord Lee did not cease to be a member of the Government: he was appointed 
First Lord of the Admiralty and still (September, 1922) holds office in that capacity. 

* See Hansard, Parliamentary Debates, House of Commons, sth series, Vol. 142, 
column 1872. 
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tion that it was regarded as of vital importance to the nation. The one 
supreme merit claimed for it, whatever defects in detail it might possess, 
was that it was permanent; and Parliament was invited to insert a very 
unusual, if not unprecedented, provision which so far as was consistent with 
constitutional practice, pledged it not to alter the Act without giving four 
years’ notice. There were certain sceptical persons who were not impressed 
by this imposing parade of resolution, and who warned farmers that in any 
case no pledges, however solemn, could bind the next Government or the 
next Parliament. But even the most cynical refrained from suggesting 
their repudiation by the same Government and the same Parliament. The 
policy and the pledges were, however, abandoned and repudiated within 
six months—one of the most remarkable examples of tergiversation in 
history. And perhaps even more remarkable still was the fact that the 
Prime Minister and the late Minister for Agriculture, who had made them- 
selves prominently responsible for the policy, left the explanation of the 
Government’s action to the present Minister of Agriculture, who had no 
personal responsibility for the policy." 


The Corn Production Acts (Repeal) Bill received its ‘second 
reading” on July 5, 1921, and came into force on October 1. 
By a bargain with the National Farmers’ Union, which could 
do nothing but “‘attempt to salve as much as possible from the 
wreckage,’” the Government arranged to pay the farmers £3 in 
respect of every acre under wheat and £4 in respect of every 
acre under oats—the crop of course remaining the farmer’s to 
sell at market prices. In addition £1,000,000 was allotted to 
agricultural education and research. Part II of the Agriculture 
Act—the part which dealt with tenants’ rights—was to remain 
in force, save for a minor alteration in regard to the farm-tied 
cottage and with the exception of the provisions as to improve- 
ments executed without the landlords’ consent. As regards 
control of cultivation the Minister of Agriculture only retained 
powers to order the destruction of noxious weeds. The whole 
fabric of minimum wage regulation was abolished: in its place 
voluntary conciliation committees were to be set up, and if a 
wage was agreed upon by one of these committees for its district 
and was afterward confirmed by the Minister of Agriculture, it 


t See Sir R. Henry Rew, “‘The Position and Prospects of Agriculture,” Quarterly 
Review, CCXXXVII (April, 1922), 316-17. 


*See Year Book of the National Farmers’ Union for 1922, p. 186. 
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was provided that a workman who had been paid less than the 
agreed wage might sue his employer for the difference. It was 
contended of course that the minimum wage and the guaranteed 
prices were part and parcel of the same policy. But, apart from 
the fact that the agricultural minimum wage had been advocated 
by Mr. Lloyd George in his pre-war days without any suggestion 
that it should be accompanied by guaranteed prices, the idea 
that the two things were connected was expressly repudiated 
by Lord Ernle, when, as Minister of Agriculture, he introduced 
the original Corn Production act.'’ Experience had proved the 
need of compulsory powers and penalties to insure the payment 
of the minimum wage by the worst employers;? but, on the other 
hand, though the advances in rates made in 1920 had caused 
considerable irritation, farmers in general were getting accus- 
tomed to the determination of a minimum wage by law.’ Some 
mistakes were no doubt inevitable in the experimental period; 
but on the whole the Wages Board had done its work well. 
Lord Ernle, though he considers it was not an unqualified bles- 
sing, being, in his view, “too rigid, too mechanical and inelastic” 
and though he apparently thinks that the new system of concilia- 
tion committees may prove more satisfactory, points out that 
“agriculture in 1917-19 was hampered by no strikes” and ‘‘con- 
tributed practically nothing to the record of 107,000,000 days 

* See Hansard, Parliamentary Debates: House of Commons, Vol. 92 (April 24, 
1917), columns 2351-52. The unreasonableness of making wage regulation 
dependent upon guaranties for wheat and oats may perhaps be gauged from the 
fact that in the official weighting of agricultural products for statistical purposes 
the weight of wheat and oats together is only 10, that of other products 112 or, 
if hops and straw are included, 115. See Cmd. 345, Appendices, p. 4. 


2 Information as to prosecutions may be found in the Wages Board Gazette, 
passim. See also F. E. Green, op. cit., pp. 317-20. 

3On the whole I think there was less grumbling among farmers about the 
minimum wage than there had been about the National Insurance Act when it 
was first introduced: now that Act is accepted as a matter of course. Mr. Padwick 
(then president of the National Farmers’ Union), in evidence submitted to the 
Royal Commission in January, 1920, said: ““The Union recognizes that in the 
matter of wages a return of pre-war conditions is neither practicable nor desirable, 
and accordingly they take the view that the Agricultural Wages Board machinery 
should be continued, with such modifications as experience may have shown to 
be desirable.” See Cmd. 665, Appendices, p. 17. 
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lost by industrial stoppages in 1920—July, 1921.” He adds 
that the Wages Board “tided the industry over difficult times,” 
that it “prevented violence” and that “it maintained the 
peace.’”* 

Almost the last act of the Wages Board was to reduce the 
general minimum wage for adult male laborers from 46/- to 
42/-, a change which was carried “against the opposition of 
the workers’ representatives, the employers’ representatives sup- 
porting the motion of the appointed members under protest.’” 
The new rate came into force on September 6, 1921, but on Octo- 
ber 1 the Wages Board ceased to exist, and from that time on- 
ward information as to rates of wages has been harder to obtain, 
and it is scarcely possible to form as yet a general opinion about 
the working of the new system of conciliation committees. The 
country was speedily covered by committees and by January, 
1922, agreements had been reached by thirty-nine out of fifty- 
seven committees. There was, however, little willingness to use 
the machinery for getting these agreements confirmed and made 
legally binding; there was a tendency to make agreements for 
very short periods only; and in some districts the question of 
hours was a cause of difficulty. Rates have been “very variable, 
with a marked tendency downward,” and there has been “a 
distinct movement in the direction of longer hours.” It was 
estimated that in December, 1921, the average was about 36/— 
or 37/— but “by the end of January, 1922, this had fallen appreci- 
ably and in a number of counties farmers were only paying 
30/— a week, though higher rates were still ruling in possibly 
the majority of cases.” According to the official Agricultural 
Statistics “‘it is probable that 32/— to 33/— represented the aver- 
age cash wage in February—March, 1922.” The same publica- 
tion contains the following statement: 

The average cash wages of ordinary workers in agriculture in England 


and Wales in 1914 was estimated at 16/9 per week, or, including allowances, 
at 18/—per week. Compared with this latter figure, 32/6 per week shows 

* See Journal of the Royal Agricultural Society, LX XXII, 28-29. 

? See Wages Board Gazette, III (September 29, 1921), 263. 

3See Journal of the Ministry of Agriculture, XXVIII (November, 1921), 673-74; 
(December, 1921), 836-89; (January, 1922), 865,946-47; (March, 1922), 1061-64. 
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an increase of approximately 80 per cent. It must be borne in mind, how- 
ever, that allowances are generally less today than before the war. If the 
present estimated average rate of 32/6 be compared with the cash wage of 
16/9, the increase is about 94 per cent. These figures may in their turn be 
compared with the increase in the price of agricultural produce in February- 
March, 1922, of 824 per cent, and with the increase in the cost of living index 
number of 86 per cent on March 1.? 


The agreements in being on August 1, 1922, vary very widely. 
For example the agreed wage in eastern Lancashire is 45/— per 
week of the usual working hours: in Oxfordshire it is 30/— per 
week of fifty hours. In several districts in the south of England 
no agreement had been reached on August 1: in some others— 
also in the south—agreements had lapsed for several months with- 
out any new agreement being reached. From Oxfordshire com- 
plaints had been received to the effect that many employers were 
not honoring the agreement. The question how far the relative 
positions of high-wage and low-wage counties are different from 
what they were, on the one hand, in 1914, and, on the other hand, 
during the period of legal minimum wage regulation, would prob- 
ably repay investigation. The subject is complicated by the diffi- 
culty of measuring extra earnings and allowances, by differences 
in hours, and by lack of information about the payment, in some 
areas, of wages higher than the minimum. It may be noticed, 
however, that while the difference between wages in Lancashire 
and wages in Oxfordshire appears to be greater than it was in 
1907, the percentage by which rates in Durham exceed the 
Oxfordshire rates is considerably less than the corresponding 
percentage twenty-five years ago.” 

The slump was not confined to wages. On June 17, 1920, 
Lord Lee, speaking as Minister of Agriculture to a gathering of 
farmers at Rothamsted, gave a remarkable forecast of the posi- 
tion of the English farmer at the time when the harvest of 1921 
should come on the market. He would have, in respect of his 
wheat, a guaranteed minimum price which at the level of costs 

* See Agricultural Statistics, LVI (1921), Part III, 92. The statement is dated 
April 29, 1922. 

* For information respecting conditions in August, 1922, I am indebted to the 
National Union of Agricultural Workers. 
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obtaining at the time he was speaking was estimated to be some- 
thing “‘between 80/— and 85/—” and next year would “probably 
be higher.” Moreover, he said, ‘‘at whatever price imported 
wheat comes into this country the farmer will get the equivalent 
of that price for his wheat harvested in 1921, instead of being 
tied down, as he has been recently, to a controlled maximum.” 
What the world-price of the 1921 harvest would be, Lord Lee 
said he could not foretell, but he told his audience that the Food 
Controller had suggested it might ‘‘go as high as 140/—” and 
added ‘‘it seems almost certain that the price will be well above 
the average of 100/— at which it stands to-day.”” 

It was perhaps fortunate for the English farmers that in 
spite of this rosy prospect they did not increase the area under 
wheat by much more than 100,000 acres. For when the grain 
crops of 1921 came to be threshed, the Government (of which 
Lord Lee remained a member) had abandoned the system of 
guaranties; and by the first week in November the average 
price of British wheat was 44/— per quarter of 480 lbs.?_ The 
prices of other cereals also fell. Though barley recovered tem- 
porarily after a severe slump in the late spring and early summer, 
the downward tendency was renewed in October; and oats 
fell steadily in price for some time after harvest and averaged 
less than 29/— per 312 lbs. in each week from the beginning of 
October to the end of the year. For the seven months from 
September 21, 1921, to March 31, 1922, the average prices were— 
wheat: 49/— per 480 lbs.; barley: 48/1 per 400 lbs.; oats: 
28/4 per 312 lbs. The corresponding prices for the cereal year 
September 1, 1920—August 31, 1921, had been 84/8, 62/4 and 
41/9. Live stock shared in the fall. Sheep which in January, 
1921, were selling at 203 per cent more than their pre-war price 
were only 53 per cent above that price in December: for cattle 
the corresponding figures were 179 and 63—for pigs 180 and 66. 
The general position is shown by the index numbers in Table IT. 


* See Journal of the Ministry of Agriculture, XXVII (July, 1920), 323. Lord 
Lee apparently was speaking of the quarter of 504 lbs. 504 lbs. at 100/— is roughly 
equivalent to 480 Ibs. at 95/3. 

2A few farmers who threshed exceptionally early were fortunate enough to 
obtain about 70/— a quarter, but the price declined rapidly from week to week. 
It must be remembered too that English wheat in 1921 was of unusually fine quality. 
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In February and March, 1922, farmers were a little heartened 
by an improvement in the prices of wheat and live stock, but 
thereafter milk prices declined, partly perhaps on account of a 
shrinkage of demand due to urban unemployment. Meanwhile a 
new trouble had appeared in January—an outbreak of foot-and- 
mouth disease more widespread than any which had occurred in 
Great Britain since 1884." 

There can be no doubt that farmers had grave cause for 
anxiety from the summer of 1921 onward, for crops and stock 
which had been produced when costs were high had to be sold 
after the slump at unremunerative prices.2. The situation was 
especially trying for men who had only recently started farming, for 
in their case all the equipment of their farms had been purchased 
at war prices. But while it would be foolish to minimize the 
seriousness of these facts, it would be absurd to consider them 
without reference to the fall in the costs of production which 
took place in the latter part of 1921. The decline in wages after 
September 6 has already been described; but it is also important 
to notice (1) that feeding stuffs which on an average had been 
173 per cent above pre-war prices in 1920 were only 58 per cent 
up in December, 1921, (2) that the prices of fertilizers were in 
December only 67 per cent above the pre-war average as com- 
pared with 159 per cent in 1920, (3) that between 1920 and 1921 
there was a fall of about 30 per cent in the price of the principal 
kinds of seed, and (4) that the later months of 1921 witnessed a 
decline in the cost of agricultural machinery. 

The influence of these compensating factors can perhaps be 
traced in the statistics of cropping and stock in the present year.‘ 
There has been a further decline of 309,000 acres in the arable 


* See Journal of the Ministry of Agriculture, XXVIII (March, 1922), 1057-60. 

2 It must be remembered however that under the Corn Production Acts (Repeal) 
Act farmers were paid £3 an acre or about 15/— a quarter for wheat and £4 an 
acre or about 16/- a quarter for oats in addition to what they received for the sale 
of their crops. 

3 For all these price figures see Agricultural Statistics, LVI (1921), Part III, 
passim. 

4 The figures are taken from the Preliminary Statement issued by the Ministry 
of Agriculture on August 5, 1922, and refer to June 3. 
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area, which is now only 311,000 acres greater than in 1914; but 
the reduction in the past year has been appreciably less than that 
which took place between 1920 and 1921, and the bare fallow 
is less by 102,100 acres than it was a year ago. The breadth 
under grain crops (including peas and beans) is almost exactly 
what it was in 1921; and it is a curious comment upon the 
statesmanship of the Agriculture Act of 1920 that while the 
acreage of the two guaranteed cereals (wheat and oats) declined 
by 21,000 acres odd in the cereal year 1920-21, it actually 
increased by 5,000 acres in the cereal year 1921-22. The largest 
changes are in clover and rotation grasses, and in permanent 
grass—the former having decreased by 247,000 acres and the 
latter increased by 189,000 acres. As regards stock, cows and 
heifers in milk increased by 57,500 and the total head of cattle 
by 205,100—the totals in both cases being larger now than in 
1913. Pigs also increased by 208,800; but the sheep population 
is less by 394,800 than it was in 1921. This reduction in the 
number of sheep is stated to be due to the shortage of keep in 
the winter (after the draught of 1921) and to the “very high 
prices which have ruled for fat sheep during past months.” It is 
“‘confined to sheep other than ewes and lambs, the breeding 
flock having been again increased.” 

The canvass of contemporary history is always crowded and 
the historian is bound to select those facts which seem to him 
most important and to leave great masses of detail unnoticed. 
But this is to some extent a necessity in all historical writing in 
regard to modern periods; and the real trouble in a summary of 
recent events is to apply an adequate standard of importance to 
the work of selection. The perspective obtainable from a distant 
viewpoint is lacking; and topics which have been matters of 
controversy demand more attention than they deserve. To the 
contemporary it is the work which has occasioned most difficulty, 
not that which has been most successful, which seems the more 
important. And in the foregoing account of English agriculture 
since 1914 many things have gone unmentioned which perhaps 
the future may show to have merited more prominence than, for 
example, the history of arable farming discussed in the preced- 
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ing pages. It is not improbable too that in an account of British 
grain production in the twentieth century written a generation 
hence less will be said about the actions of the British Govern- 
ment between 1917 and 1921 than about the quiet breeding of 
improved wheats in the laboratory of Professor Biffen at 
Cambridge. 

But without making any guess as to their relative importance 
in the eyes of those who will be better able than a contemporary 
to form a balanced judgment, it may be well to supplement the 
preceding narrative with a brief note—almost in the manner 
of a catalogue—of some of the topics which have been, as it were, 
crowded out. 

Nothing has hitherto been said of the settlement of ex-service 
men on the land. A scheme for training such men for agricul- 
tural work was provided, but the demand for this training was 
not large. As regards the provision of land it may be noticed 
that when the list was closed on December 1, 1920, applications 
had been received from 48,340 ex-service men and that in April, 
1921, it was expected that about 30,000 of these applications 
would stand, while over 11,000 of them had been satisfied. But 
in spite of these efforts the small-holding movement cannot be 
said to have progressed since the outbreak of the war. The 
number of holdings under 50 acres in extent was less in 1921 
than in 1913 and the number above 50 acres but not exceeding 
100 acres had only increased from 59,287 to 61,001. 

To discuss the much-criticized housing schemes of the Govern- 
ment would require a special article. But there can be no doubt 
of the fact that badly needed cottages have been built since the 
conclusion of hostilities in a very large number of English villages. 

Again, though the economy campaign, in its more short- 
sighted manifestations, has destroyed many of the hopes which 
were entertained in 1919, a great deal has been done, almost 
entirely by voluntary effort, to brighten the social life of the 
English village. The women’s institutes, started in 1915 in 
imitation of those in Canada and assisted by a grant from the 
Development Commissioners, have done good work: they are 
said to have made their presence felt in some 4,000 villages. The 
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work of the Village Clubs Association and the efforts made by the 
Y.M.C.A. to provide entertainments and circulating libraries 
also deserve mention. But much has been accomplished by 
local effort and financial difficulties have in a curious way given 
a stimulus. Rising costs meant that all existing village organ- 
izations from churches to cricket clubs needed to raise additional 
funds, and an obvious way of raising them has been to hold 
whist drives, dances, and village fétes. 

The work of the Agricultural Organization Society and the 
progress of agricultural co-operation is another important topic 
which cannot be discussed as it deserves. It may be noted how- 
ever that between February, 1919, and January, 1920, the 
membership of farmers’ co-operative societies increased by more 
than 40 per cent and that their share capital was more than 
doubled in the same period. The National Farmers’ Union has 
also grown apace and in 1921 had five times as many members 
as in 1913.7 Agricultural trade unionism has however under- 
gone a marked decline since the days when it was stimulated by 
the minimum wage.? 

There are many more topics which would require discussion 
in a really comprehensive account of English agriculture since 
1914—such things as the experiments in sugar-beet production, 
the work of women on the land during the war, the control of 
meat and milk, the history of wool prices, the use of the tractor, 
the campaign for the destruction of rats, the measures taken for 
the testing and improvement of seed, and the campaign for the 
improvement of grassland in which Professor Somerville has 

*See Table VII. The figures for 1922 are not yet available. The rate of 
growth has diminished since 1918, the increase of membership being 97 per cent 
in 1918, 42 per cent in 1919, 15 per cent in 1920, and 6 per cent in 1921. In 1921 


about 44 per cent of the total acreage under crops and grass was held by members 
of the union. I am indebted for this information to Mr. R. R. Robbins. 


2 The membership of the National Union of Agricultural Workers was estimated 
in November, 1920, at close upon 200,000: in the summer of 1922 the membership 
was about half that figure. The Workers’ Union had about 150,000 agricultural 
members in 1920. The number is now (September, 1922) put at 90,000 as a 
maximum. I am indebted for these figures to Mr. R. B. Walker, general secretary 
of the National Union of Agricultural Workers, and to Mr. George Dallas, divisional 
organizer of the Workers’ Union for the home counties. 
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taken a leading part. One of the most promising innovations of 
the war period must be mentioned with regret, for the Agricultural 
Costings Committee, which was set up in 1919 to assist and 
stimulate the keeping of cost accounts and seemed likely to 
become an efficient instrument for the elimination of inefficient 
and uneconomic methods, has been abolished in the supposed 
interests of economy. Milk recording has however made some 
progress: the scheme was inaugurated in 1914 and the number 
of cows recorded has increased from 12,950 in 1916-17 to over 
85,000 in 1921. The development of agricultural education is 
clearly a topic of great importance and significant progress has 
been made in the last few years; but it must suffice to mention 
the establishment of a degree course in agriculture in the Uni- 
versity of Oxford, the reopening of the Agricultural College at 
Cirencester (the oldest institution of the kind in England), and 
the allocation, under the Corn Production Acts (Repeal) Act of 
a capital sum of £850,000 for agricultural education and research 
in England and Wales. 

Two recent events must finally be mentioned—the decision 
that farmers’ incomes will for income tax purposes be assumed 
to equal the rent of their farms instead of double that rent as 
in recent years, and the decision to allow the importation of 
store cattle from Canada. The first decision has given substan- 
tial relief to agriculturists at a time of difficulty, but it is to 
be feared that it has removed a stimulus to improvement in 
the keeping of accounts. The latter is the issue of a prolonged 
controversy which was largely concerned with the interpretation 
of a pledge given by Lord Ernle at the Imperial Conference in 
1917. A royal commission, appointed in May, 1921, to inquire 
into the results which would follow from the admission of live 
stock from overseas otherwise than for the purpose of slaughter 
at the ports, reported in September in a sense favorable to the 
removal of the embargo. In spite of this the Government at 
first announced that they did not purpose to alter the existing 
law; but subsequently this policy was reversed and it has been 
decided to admit Canadian stores in the future. 
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TABLE III 


CHANGES IN CROPPING (ENGLAND AND WALES) 
Thousands of Acres 

































































Grain Crops 
Year Arable including Peas} Wheat Barley Oats Potatoes 
and Beans 
WR esc cnezas 11,058 5,719 1,702 1,559 1,975 442 
ere 12,309 7,481 2,557 1,501 2,780 634 
er 12,309 6,903 2,221 1,510 2,504 475 
Ry ee 12,020 6,449 1,875 1,637 2,272 545 
WOE, sb iainones 11,618 6,164 1,976 1,436 2,149 558 
OOF svascces II, 309 6,162 1,969 1,362 2,161 561 
TABLE IV 
Torats or Live Stock (ENGLAND AND WALES) 
Thousands Omitted 
Year —  _ Total Cattle Sheep Pigs 
WR ici tievcarmebewes 1,707 5,717 17,130 2,102 
PGi deacsacaeaaene 1,858 6,200 16,475 1,607 
Cc scncawsneeswees 1,044 6,195 15,124 1,798 
WONG ies td tonsensmeeon 1,828 5,547 13,383 1,904 
PO i oaks cncckoneeen 1,876 5,517 13,832 2,505 
SI ivcniiesesacsenacwe 1,934 5,722 13,437 2,297 
* Preliminary returns. 
TABLE V 
Occupyinc OwNERSHIP (ENGLAND AND WALES) 
Number of brotal "Ares 4 
umber 0} - 
Year a Geet Holdings Owned po teen. con 
y Uccupiers | by Occupiers | Grass Occupied 
by Owners 
MONE isacnaes weacae 2,890,559 48,760 10.7 
a csceesesscucs 3,296,452 48,665 32.3 
SIG scsiiccececzas 4,102,556 573234 15.5 
PWncasavaceueeens 5,231,847 70,469 20.0 














TABLE VI 


ToTaLs OF FARMING FAILURES UNDER BANKRUPTCY AND DEEDS OF 
ARRANGEMENT Acts (ENGLAND AND WALES) 


eee ee ep AH =e ee ee +hOY i AYEO uw wees 
eee ee GOH —_—_— BGR De ee eee bGS BY Aan we ewes 


eee e ee GAY BYE Ge reece 
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MEMBERS OF THE NATIONAL FARMERS’ UNION 


I9I0....10,877 
IQII....14.175 
1912....15,646 
1913....19,766 


* The figures mek and rorog differ from those given in the precedi: 
figures for which I am indebted to the kindness of Mr. R. R. Robbins, ex- 


VII above are correct: 


president of the National Farmers’ Union. 


TABLE VII 
1914....21,166 
IQI5....21,841 
1916....22,674 
I19QI7....27,001 


Membe: 


1918... 
1919... 
1920... 
3082... 


article. 





.53,288* 
.76,101* 
.87, 700 
-93,400 


Those in Table 


rs who pay subscriptions late are not always 


reported to headquarters; and there seems little doubt that the actual membership of the Union is 


DOW Over 100,000. 






































TABLE VIII 
ENFORCEMENT OF THE MinIMUM WAGE THROUGH THE WAGES BOARD 
= ~~ of F anny 4 “ 
ecov- arms in - . 
Period ered through the| spect of Which a 
Direct Action Complaints 
of the Board | Were Received 
In Pounds 
October 28, 1918, to end of 1918...... 338 MO Riteeseceunes 
Pio 6 68s cect canis evcedsceecenses 90,195 4,549 116 
RARER ee ae eee eee cre 20,393 3,595 158 
CC aherdebcens taki ciaecicwecans 10,741 1,665 72 
 Hetinnwtniesckatdin amauae 40,667 10,526 346 
TABLE Ix 
AVERAGE YIELDS OF Crops (ENGLAND AND WALES) PER ACRE 
Hay from 
Year Wheat Barley Oats Potatoes — e Permanent 
Grass 
Bushels Bushels Bushels Tons Cwt. Cwt. 
Average 1903-12....... 31.3 32.9 40.6 6.0 29.0 23.6 
BOER: < 6s sevnrsesesves 31.2 32.4 38.0 6.5 31.9 25.0 
PN dss eh ensaneacans 32.9 32.4 41.3 6.6 29.0 21.8 
BR iv etncccccecensans 28.7 29.0 35.6 5-7 23.6 16.4 
Peery Terre 28.5 31.0 37-9 5.8 30.9 25.6 
WG a 5.4 a bacccisctoues 35-3 29.0 37-4 5-3 24.4 15.8 
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OVERHEAD COSTS IN MODERN INDUSTRY 


I. THE SCOPE OF THE PROBLEM 


“Overhead costs” are here taken to include all costs not 
economically traceable to units of output, including those parts 
of cost that do not vary with output. This is generally accom- 
panied by the fact that added output adds less than its share to 
costs and thus produces economy. Many people realize that 
there is a problem of overhead costs, but few appreciate that 
it is in fact not one problem but a vast network of problems 
ramifying into almost every phase of economic life. The pres- 
ent article is an attempt to indicate how surprisingly much this 
network of problems includes. 


I. VALUE AND COST THE TEST WHETHER BUSINESS IS 
ECONOMICALLY SELF-SUSTAINING 


The backbone of the science of economics is the balancing 
of value against cost. This sets up a test by which to judge 
any activity—the producing of any goods or the rendering of 
any service—in order to prove if it be economically self-sustaining 
or no. Other activities may be worthy, charitable, public- 
spirited, even vitally necessary to the public welfare or the 
public safety, but they are not paying business and they are 
often thought of as a variety of poor relations; dependents which 
must, in one way or another, be supported by business which 
does pay. People are inclined to think of such things as not 
economic activities at all. They are often very nice things to 
have, but they are not part of the problem of Economic Efficiency. 

Economic efficiency consists of making things that are worth 
more than they cost, and it is the peculiar characteristic of private 
business, under a competitive system, to seize and exploit any 
opportuuity to achieve this desirable end. Thereby—so runs 
the argument—it tends to produce as much of everything as 
can be produced without driving value below cost, and any 
more would not be economically worth producing. 
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For example, if people undertake to make more automobiles 
than other people will pay for, the automobile business will 
become unprofitable, and the surplus of people and resources 
that were making automobiles will look for something else to 
do that people will pay for. Ultimately, after some possible 
tribulations, they will find their way into house-building or 
the moving-picture business or something else for which there 
is an adequate demand. Thus they are placed where they can 
do the most good—economically speaking. If a business can- 
not make a profit, that is a sign that some of the resources it 
utilizes are not in the right place. 

This idea that production must cover its expenses in order to 
justify itself is also applied to times of business depression, when 
output is curtailed because it would involve a loss to keep the 
wheels moving at their regular speed. In this case it is diffi- 
cult to say that labor is thrown out of work because it is not in 
the right place and should have gone elsewhere, because virtu- 
ally all industries suffer from the same disease at the same time. 
For the present, at least, there is no “elsewhere” to go. This 
being the case, the losses of producers cannot exactly serve as 
salutary penalties, to spur misjudged people into the right 
avenues of usefulness; they merely prevent things from being 
produced when there is no “‘adequate market” and the goods 
would not be worth what they would cost. 

But what is the cost of goods, under such circumstances ? 
Not of goods in general but of particular additional supplies 
that might be produced if the market only permitted? What 
does it cost the railroads to haul a carload of lumber to 
market, or the half-idle car manufacturers to make a car to 
haul next year’s lumber, or the steel plants to make the steel 
to make the car, or the mines to mine the coal to make the 
coke to smelt the steel, or what would it cost the miner, sitting 
idle in front of his shack or filling in the time with incidental 
gardening, to go into the mine and get the coal out? What is 
the cost of anything, at any time? The instant we try to give 
a thoroughgoing answer to such a question we find ourselves 
perplexed by the existence of “overhead costs.” 
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2. COMPLICATIONS INTRODUCED BY OVERHEAD COSTS 


To put it briefly, the costs we can trace are only a part of 
the costs of the business as a whole, which it must somehow 
manage to cover. What now has become of our rule of economic 
efficiency? Is the carload of lumber worth carrying if it covers 
all the cost that can be attributed to that single carload? Or is 
it only worth carrying if the railroad as a whole is covering all 
its costs, and what are they? Shall we count the costs that 
would keep on even if the railroad shut down entirely? Evi- 
dently ‘‘cost” is an ambiguous term and the test by which we 
are accustomed to decide whether production is self-sustaining 
or not has lost its meaning and requires a thorough re- 
examination. 


3. CONSERVATIVE VS. RADICAL VIEWS OF DEPRESSION 


Such a re-examination throws a most interesting light on the 
timeworn dispute over the interpretation of what happens in 
time of business depression. One group says that at such times 
production cannot be carried on because it will not cover cost, 
and appears to acquiesce in this accounting, while regretting 
the obvious evils that result. The other group finds food for 
satire in people going without overcoats because too many over- 
coats have been made, or sleeping on park benches because of 
an “overproduction” of houses. They speak of makers of shoes, 
clothes, and other things who are suffering for lack of each other’s 
products and who could perfectly well enter the empty factories 
and make them for each other, but are prevented because the 
capitalist owner exacts his toll of exploitive profits. 

The issue is partly one of fact and partly one of interpreta- 
tion. The defender of things as they are points out that, even 
if the return on the capitalists’ investment be labelled ‘‘ exploita- 
tion,” there is no set minimum of such exploitation that is always 
protected in time of depression; and that in point of fact busi- 
nesses often operate without yielding any return on investment 
at all. This is relieved of the taint of charity by pointing out 
that return on investment is an “overhead cost” which goes on 
whether the business operates or not, so that the owners are no 





5° J. MAURICE CLARK 


worse off if they operate and do not earn it than if they stand 
idle and do not earn it. 

This last argument, however, is a risky one to use,. for the 
same thing could be said of many of the operating expenses as 
well as of the return on investment. If it is good economy to 
operate a business without any return or investment, because the 
return would be lost just the same if the business shut down, is 
it not also good economy to operate at less than no return on 
investment, if the deficit is no greater than the operating expenses 
that would go on even if the business suspended operation? Is 
it not good social economy to produce at an absolute financial 
loss rather than not at all? Some businesses have doubtless 
done just this at such times, but it is common knowledge that 
managers do their best to maintain net earnings and that, what- 
ever they might do if it became a question of avoiding a complete 
shutdown, they begin submitting to moderate curtailment of 
production long before net earnings disappear. Thus it appears 
to be generally true that production is curtailed while its value 
is considerably more than the cost specifically traceable to it. 


4. IS LABOR AN OVERHEAD COST TO SOCIETY? 


So far, the facts seem in part to justify the socialist critic of 
the existing order. But there is more to the story. Suppose 
the product cannot be sold for enough to cover the price of the 
materials and an ordinary living wage for the labor. It can 
still be argued that even this minimum financial expense is an 
exaggerated measure of the social cost of producing goods when 
the alternative is to let some of our productive power go irrevocably 
to waste. Wages are supposed to measure the personal sacrifice 
of toil for the laborer, but in this case the wages paid represent 
no personal or social cost whatever. Putting idle labor to work 
involves no ‘“‘cost” to the laborer, unless idleness has already 
ruined his character. The “personal sacrifice of labor’? means 
something for some purposes, but in relation to this problem it 
is meaningless. Involuntary idleness and no income is so much 
worse than any personal sacrifice of normal and healthy labor, 
that by comparison the labor is good and not an evil. 
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It comes down to this, that any use of labor that is worth 
anything at all is worth that much more than nothing. In 
that respect the socialist view of business depressions is correct 
and any rebuttal that attempts to explain away this fact by 
the reckonings of financial expenses is a bit of economic soph- 
istry. We have already said that “‘constant costs” generally 
imply unused productive capacity, and it begins to appear as if 
unused productive capacity always implies “constant costs.” 


5. WHEN TO COUNT OVERHEAD COSTS AND WHEN NOT 


Should we, or should we not, count “overhead costs” in 
deciding whether a given thing is worth producing? There is 
no universal answer: no formula by which all cases can be 
settled in advance. However, in a general way the rule is: 
whenever a policy is being considered which will involve “ over- 
head expenditures” that could otherwise be avoided, they are 
part of the cost of that policy; likewise, when we are comparing 
two policies, each of which involves its own overhead, each should 
have its own overhead charged against it; but whenever we 
are choosing between two policies under both of which the same 
overhead outlay will have to be met, that overhead outlay is 
not a part of the cost specifically traceable to either policy. 
For instance: in comparing waterways, railroads, and auto- 
mobile highways as methods of freight carriage, wherever it is a 
question of building more of one or the other or spending money 
to enlarge the capacity of one or the other, or even of maintain- 
ing them rather than letting them go out of use, there is an over- 
head outlay involved and it is a mistake not to include it. The 
fact that highways charge no tolls to cover maintenance or 
interest on highway bonds, while railroads have to cover main- 
tenance and interest, and pay taxes besides—this raises a real 
question of fairness and efficiency which is important, but 
beyond the scope of the present article. 

Moreover, in reckoning overhead on highways it is not 
altogether simple to say what it is due to. The strength and 
cost of a modern motor-route are related to the loads it is designed 
to carry. These outlays are chiefly chargeable to the heaviest 
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motor-truck traffic: that which actually requires the full 
strength which has been given to the foundation of the road, 
or still more, the overloaded trucks that exceed the capacity of 
the road and break it down prematurely. 

The motor-truck operator may economize his overhead by 
making one truck do the work of two, but his saving may be 
negligible compared to the cost he imposes on the community. 
The cost of a given road might not increase perceptibly with a 
10 per cent increase in the number of three-ton trucks running 
over it, but it might leap upward if that same 10 per cent increase 
in traffic were handled without increasing the number of trucks, 
by making 10 per cent of them twice as heavy. This represents 
a very real waste, with which the highway authorities are begin- 
ning to grapple, but so far they do not have the traffic data 
necessary to an adequate knowledge of the facts. Railroads do 
not exhibit the same difficulty, because costs of haulage and of 
maintenance come out of the same budget, and strength of 
roadway and weight of rolling-stock are planned as parts of one 
program. 

6. DIFFERENT DIMENSIONS OF BUSINESS 

A little study of this everyday instance will serve to show 
something more about overhead costs. Costs have more than 
one way of responding to increased business and business has 
more than one dimension. It is necessary to distinguish the 
cost of increasing the capacity of a highway; the cost of carrying 
more traffic which is within the capacity of the existing highway, 
and the cost of carrying a given traffic in different sizes of truck 
loads. In none of these cases will cost vary exactly with volume 
of business, except by accident; and in each case there will be 
a residuum of untraced cost, but it will not be the same residuum 
in the three cases. Evidently, when we undertake to study how 
cost varies with varying output, we must differentiate between 
one case and another, or our results will be wholly meaningless. 


7. THE PARADOX OF OVERHEAD COSTS 
When it comes to making use of the facts of overhead cost 
in the attempt to promote the fullest utilization of our equip- 
ment of productive resources, there arises the paradox of price. 

















OVERHEAD COSTS IN MODERN INDUSTRY 53 


This runs as follows: if any business that would pay its own 
particular costs is refused because it will not pay its share of 
overhead, there is a loss. Yet prices must be charged which 
will cover the overhead, so long as industry depends on private 
enterprise. There is only one answer to this dilemma—dis- 
crimination. The overhead costs must be levied on such parts 
of the business as will stand the burden, while other parts of 
the business, which cannot otherwise be had at all, are charged 
whatever they can pay, regardless of overhead costs. However, 
this is only a partial answer to the question, and creates more 
problems than it solves. 

To keep discrimination from degenerating into sheer favorit- 
ism there should be some objective standards to follow. In many 
cases business divides itself naturally into classes which can be 
made the basis of differential charges without personal favorit- 
ism. In the case of joint products the practice may go no 
farther than fixing the prices, for example, of dressed beef, 
hides, and other by-products in such relation to each other that 
no parts of the steer will be wasted, and this can hardly be called 
discrimination at all. Or a special class may be made of busi- 
ness that comes at times when the plant is not fully occupied. 
The night rates on telegrams and long-distance telephone calls 
are examples of rates to develop this “off-peak” business. Or 
special rates may be made for large orders, long hauls, or other 
specially economical varieties of traffic, often involving the fact 
that there are some costs that are traceable to particular orders 
but do not vary with size of order, length of haul, etc. Even 
where such objective criteria exist, rates may be unfair between 
classes of business. Differences, real or imaginary, in the quality 
of different grades of goods, may be used as pretexts for dis- 
crimination. Where this happens, or where a business dis- 
criminates without any pretext, obvious questions of unfairness 
arise. 

8. THE BUSINESS DEPRESSION AND CUTTHROAT 
COMPETITION 

The business depression presents a case of “off-peak” busi- 
ness which is harder to deal with, partly because it is not pre- 
dictable and partly because it lasts so long that there are divi- 
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dends to be earned by this off-peak business, so that if the 
off-peak business does not cover overhead expenses, they may 
not be covered at all, and the result will be a general state of 
cutthroat competition. 

This is another of the characteristic results of overhead costs, 
and it presents a whole array of problems in itself. Fear of 
such competition may deter possible competitors from entering 
a business and spur those already in it to form a monopoly, or 
to come as near it as law and public opinion will permit. And 
without formal combination, tacit understandings arise and a 
sentiment is cultivated which regards cutthroat competition as 
contrary to business ethics. Among other things the growing 
technique of cost accounting plays an appreciable part in giving 
definiteness to the line between proper and undue cutting of 
prices. 

Q. SIZE, SPECIALIZATION, AND INTEGRATION 


Another question involved in this general field of study is 
the economical size and type of the business unit. Large-scale 
production affords an opportunity for making more effective 


use of many services and facilities whose cost is of the “over- 
head”’ type. Sometimes, however, this result can be still more 
effectively secured if these services or facilities secede and 
become the basis of a separate enterprise, whose customers 
would include the original enterprise and all its competitors and 
perhaps many enterprises in quite different lines of business. 
Thus the work of advertising has become specialized, and reached 
an efficiency which sheer growth of large-scale concerns could 
never have produced so long as advertising was a mere depart- 
ment of a manufacturing business. This sort of specialization 
does, however, involve one more process of negotiation and 
exchange. The advertising concern must advertise and sell its 
own services and this involves costs, which also must be classed 
as “overhead.”’ Sometimes these outweigh the advantages of 
specialization, and then efficiency demands integration. What 
actually goes on is a continual experimenting with different 
groupings of functions, constantly testing which of these econo- 
mies of overhead cost counts for the most in a given case and 
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at a given time. Some of these specialized functions, especially 
in the general field of research, can be taken over by co-operative 
organizations or by government itself. 

Standardization is another phase of this general process. 
It means reducing the number of models or sizes and turning 
out more of each, with a saving in those overhead costs which 
each separate size or model involves. On the other hand, a 
selling force can often handle a fair variety of goods more effec- 
tively than a “‘line” that is too narrowly specialized. There is 
a considerable element of ‘‘overhead cost” in the work of buying 
and selling. 


I0. SHIFTING AND CONVERSION OF OVERHEAD COSTS 


Another subject which presents very real difficulties is that 
of the discrepancies between the overhead expenses of business 
taken separately and those of the industrial system as a whole, 
or the ultimate personal sacrifices on which the whole structure 
of financial expenses rests. Some of these discrepancies have 
already appeared in connection with business depressions. The 
root of many of them lies in the shifting and conversion of over- 
head costs as they are passed on from the person who incurs 
them to his customers. In this process constant costs may be 
converted into variable, or variable into constant, though the 
latter change occurs far less often. 

For example, the costs of a telephone company are partly 
constant and partly variable, while the charge to the consumer 
may be wholly constant (so much per month regardless of 
number of calls) or wholly variable (so much per call with 
no reduction for quantity). Or the charge may be a mixed 
one, corresponding more nearly to the way in which the com- 
pany’s expenses behave. If the charge is constant the user 
gets added service for nothing although it costs the company 
something to render it, and there is danger of wasteful use. If 
the charge is so much per call, then added calls cost the user 
more than they cost the company, and there is danger of waste- 
ful non-use through shutting off some telephone calls that would 
be worth more than their special cost but less than the rate 
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charged. Wherever constant costs are converted into variable 
or variable into constant, there is a stimulus either to wasteful 
over-use or wasteful disuse of our productive facilities. 

Most of the ultimate sacrifices of production have something 
of the “overhead” quality about them. We have seen that 
even the time of the laborer does not always involve a sacrifice 
that could be charged at so much per day without misreporting 
the facts of the human economy. However, when a laborer 
does sell his services for so much per day, his employer naturally 
charges the expense against the value of the day’s work. So the 
cost of labor becomes a “‘ variable expense” by virtue of the wage 
contract, regardless of what may be the ultimate facts of human 
cost. In the same way the whole price of materials used is a 
direct expense, regardless of how much of it may represent over- 
head costs to the maker of the materials. 

One of the stock examples of overhead cost is the cost of 
using machinery; maintenance, depreciation, and return on 
investment; but this may become a direct and variable cost to 
the user of the machinery if he leases it from the owner and pays 
according to use. Thus the United Shoe Machinery Company, 
a large and strong concern, took on itself the overhead costs 
of smaller shoe manufacturers by leasing its machinery to them 
instead of selling it, thus converting the cost of capital into a 
variable expense to the shoe manufacturer. The wage worker 
in a similar way assumes responsibility for his overhead burdens, 
the chief difference being that he lacks the financial strength of 
the United Shoe Machinery Company, and cannot bear the 
burden successfully. Evidently the question how much over- 
head cost there is in any particular industry depends largely or 
entirely on the system of contracts under which industries acquire 
the use of the factors of production. The wage system makes 
labor a direct and variable cost and the system whereby corpora- 
tions own their own fixed capital makes that an overhead cost. 
There are reasons for this system; natural reasons and historical 
reasons, but it would be quite possible to draw contracts in 
such a way that labor would be the overhead expense to the 
employer and machinery the direct expense. In either case, 
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however, the nature of the ultimate sacrifice would be the same. 
When it is a choice between use and involuntary idleness, the 
bulk of the ultimate costs of industry are “overhead costs.” 


II. PRIVATE VS. SOCIAL ACCOUNTING IN TIME OF 
DEPRESSIONS 


The implications of this proposition are so nteresting that 
it may be worth while to pause in our survey and look at it more 
closely. If ultimate costs are nearly all overhead it follows that 
it would pay for industry as a whole to keep going rather than 
stand idle, even if the product were worth next to nothing. And 
yet any serious drop in prices is the signal for widespread slack- 
ening of production. Industry as a whole is unwilling to treat 
its expenses as overhead and act accordingly. 

Single enterprises are often willing to disregard their over- 
head costs in a time of slack demand, though many are always 
too much afraid of “spoiling the market.” But it is not enough 
for any one enterprise to do this, nor for all the enterprises in 
any one stage of an industry to do it. The producers of every- 
thing they buy would have to do it at the same time, and again 
the producers of everything that these producers buy, and so on 
indefinitely, back to the ultimate raw material and forward 
through every metamorphosis or handling until the goods reach 
the ultimate consumer. Retailers would have to force on the 
market goods they had bought when prices were up. Hardest 
of all, labor would have to do the same thing; that is, be ready 
to sell its services for whatever they would bring and make up 
its necessary maintenance—if at all—out of the earnings of 
better times. 

If all acted at once, each one would feel the stimulus to 
demand resulting from all the price concessions taken together, 
and it would be very great in proportion to the sacrifice required 
of each single producer. As it is each acts by himself and, for 
the moment, feels only the stimulating effect on demand resulting 
from the concessions he has made in his own limited field. 
Perhaps his own personal toll (the margin over which he has 
control) represents 2 per cent of the ultimate selling price of 
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the goods; perhaps 4 or 10. Only in rare cases would it be as 
much as 20. He may cut his toll in two, then, without effecting 
more than from 1 to ro per cent reduction in the final price of 
the goods. Here the stimulating effect on demand will be very 
small in proportion to the sacrifice required. Moreover, labor 
is in no position to make slashing reductions in its wage demands 
and live on accumulated savings. Thus it is the part of indi- 
vidual financial wisdom or necessity to protect one’s margins 
and let demand fall off rather than see the margin of net income 
approach the vanishing point. 

This statement does not take account of the possibility of 
one producer increasing his own sales at the expense of his 
competitors, so that he is not dependent on increasing the total 
demand for an increase in his own volume of business. A slight 
cut in prices might increase his sales hugely (if his competitors 
did not follow suit). In short, we have ignored the typical 
tactics of active competition. This omission is largely justified 
by the fact that genuinely unrestrained competition has, under 
such conditions, proved so disastrous to the competitors that it 
has developed its own antidotes in the shape of a sentiment 
against cutthroat competition and the “spoiling of the market.” 
The actual result, then, is a compromise between actual competi- 
tion and a spirit of mutual restraint that is essentially anti- 
competitive in character. 

One might contend that there is a conflict here between 
private and social interest which arises out of the essential nature 
of private enterprise; in that the social interest requires capacity 
output at any price as long as it is worth the excess cost of work- 
ing rather than standing idle, while private interest demands 
maximum net income above the “variable” costs of operation 
and strikes a balance between decreased output and decreased 
margin of earnings. The social interest appears to be on the 
side of cutthroat competition, which is much the same as inviting 
competitive business to commit hara-kiri. 

However, there is one saving fact. If everybody stood ready 
to cut down to the absolute minimum of “variable cost,” and 
if everybody shared such cuts as were made, nobody would have 
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to cut that low or anything near it, in order to restore demand to 
a reasonably normal level. For the chief cause of falling-off in 
demand lies in the fact that any unemployment reduces people’s 
purchasing power and so returns on itself in a vicious circle 
creating more unemployment. If everyone were determined to 
sacrifice earnings whenever necessary to maintain output, this 
vicious circle would be broken and the chief cause of shrinkage 
of demand would disappear. Some primary causes of fluctuat- 
ing demand would remain, but their cumulative effects would 
be controlled or eliminated. 

Even the knowledge that such a policy could be confidently 
expected, would tend to cure people of expecting depression and, 
because they expect it, curtailing purchases more violently than 
sales have actually been curtailed, and so doing their utmost to 
bring on the thing they expect. This phase of the question is 
quite like the philosophy of bank reserves. Under the old 
National Banking Act, a fixed percentage of reserves to deposits 
was required. If it was not maintained, new loans could not 
be made, and the banks actually suspended cash payments to 
protect their reserves, though the maintenance of cash payments 
was the only thing the reserves were good for—the only thing 
that made them worth keeping. 

If all the banks in October, 1907, for instance, could have 
announced that the time had come to use the reserves for the 
purpose for which they had been accumulated, and that they 
would disregard legal requirements as to loans and not suspend 
cash payments till their vaults were empty of cash, there would 
have been no suspension and probably no serious strain on the 
parity between gold and deposits. Similarly, if everyone stood 
ready to cut prices to the limit to prevent unemployment, no 
one would have to cut very far. However, it requires more than 
intelligence and good-will on the parts of single competitive 
banks to make the bank reserves actually available, and it will 
require something more to make available the reserves of pro- 
ductive power that go to waste in times of depression. It will 
require some means of common and co-ordinated action not less 
far-reaching and effective in the industrial field than the Federal 
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Reserve System is in the banking field. And all to overcome 
evils traceable to the shifting of overhead and their conversion 
into direct costs in the process! 








I2. INSURANCE AS A CONVERSION OF VARIABLE INTO 
OVERHEAD COSTS 




























Insurance of property is another device whereby costs that 
vary (though they do not vary uniformly with output) are con- 
verted into constant costs. In this case the producer hires the 
insurance company to take them off his hands in exchange for 
a constant payment. Here the actual cost varies largely with 
the owner’s vigilance and there is danger of waste through unduly 
relaxing that vigilance, if not through actual fraud. 


13. IS THE ARGUMENT DANGEROUSLY RADICAL ? 


When once the question is opened of discrepancies between 
social and business accounting, one cannot stop with costs alone 
but must at least recognize the existence of certain conflicts in 
standards of value. For example, are shoes worth less than 
usual in time of depression because the price is low or are they 
worth more than usual because people are not so well shod ? 
An embarrassing question for an economist, perhaps, but one 
that must be faced in any serious study of the economics of the 
business cycle. 

Is the argument here presented becoming dangerously social- 
istic? That depends entirely on the reader’s preconceptions. 
It does no more than give some increased definiteness to a prop- 
osition which most people would admit at once in the abstract: 
namely, that there are wastes and maladjustments in private 
industry which a socialistic organization would find opportunity 
to eliminate, if it could command sufficient intelligence to diag- 
nose the wastes correctly and sufficient devotion, ability, and 
hard work to establish the collective type of efficiency without 
sacrificing the values embodied in the cruder, individualistic type 
we now have. This involves the devising of a system of social 
accounting that will work, and work better than our present 
system of financial accounting. 
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Most people do not think a socialist organization could 
succeed in doing these things, while they do think the existing 
system can be made a more efficient engine for giving the com- 
munity what it or its members want. Indeed, most people err 
on the side of too optimistic a faith in the perfectibility of the 
existing system, if only their pet measures are adopted. How- 
ever that may be, detailed analysis of discrepancies between 
social and commercial accounting, such as this study suggests, 
would be obviously of a great deal more use to a society that is 
trying to keep the system of private industry and amend its 
faults than to a system that throws it overboard and starts to 
build up its organization, and the accounting system that must 
go with it, out of whole cloth. 


I4. PROBLEM OF ASSESSING AND COLLECTING 
OVERHEAD COSTS 


But to return to the specific problems of overhead costs. 
Last, but not least, comes the problem of assessing, apportioning, 
and collecting them. Among the issues that hinge on this 
central problem, we have already mentioned the questions of 
discrimination, fair and unfair, cutthroat competition and 
restraints upon it, natural versus predatory monopoly, and the 
development of “off-peak” business, whether the peaks be daily, 
seasonal, or the irregular peaks of the business cycle. 

The problem involves the allocation of certain general burdens 
where reasonable men may differ as to what is a just apportion- 
ment. There is no natural system of prices in the old sense. 
Cost prices do not mean anything definite any more. Efficiency 
requires discrimination and discrimination has no universally 
accepted standard to go by to keep it from degenerating into 
favoritism. The epigram attributed to Lord Fisher, “Fav- 
oritism is the secret of efficiency,” takes on a new and far- 
reaching meaning. 

There are four logical bases on which overhead costs may be 
apportioned. These are: (1) Ability topay. This puts them in 
a class with taxes, which represent the levying of governmental 
overhead costs. (2) Causal responsibility. This is a somewhat 
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elastic term, and the line of development is toward broader 
notions of what responsibility includes. (3) Benefit or use. 
This has something to do with ability to pay, and something to 
do with responsibility. (4) Stimulus to improved utilization. 
That is, anyone who has an opportunity to do anything to reduce 
society’s “‘idle overhead” may conceivably be moved to do so 
if a properly differentiated burden is laid upon him, with a chance 
to lighten the burden by doing what he can to improve the collec- 
tive efficiency. Such cases will ordinarily fall under (1), (2), 
or (3) also. These four principles are more or less coextensive. 

For example, the proposal to make the cost of labor in part at 
least an overhead charge on the employer, could be argued on 
all four grounds, the most decisive question being: Who can take 
the most effective action to eliminate idleness? And the answer 
is that the laborer himself, the employer, and government are 
all so important that neither should be left without an effective 
incentive to do what can be done, but that the powers and 
opportunities of employers are probably greatest of the three. 
The fixing of prices, and wages, becomes in the last analysis a 
matter of placing these burdens in such fashion that they shall 


furnish the most effective stimulus to the full development and 
utilization of the productive powers of the nation. It involves 
saying that the overhead costs of labor may be laid upon the 
laborer, or upon the public, or upon the employer as the repre- 
sentative of the industry, in proportion to their responsibility 
for imperfect utilization or to their opportunty to improve the 
existing conditions. 


I5. PRINCIPLE OF INCENTIVES MODIFIES OLDER IDEAS 
OF FAIRNESS 
Such a distribution of burdens may not be in harmony with 
our traditional ideas of payment or of liability, any more than 
the modern notion of employers’ liability for accidents or of 
compulsory insurance is in harmony with individualistic ideas 
of justice. The nineteenth century was accustomed to think 
it just that anyone should bear the burdens that fall upon him 
as a natural result of the contracts he has made of his own free 
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will. This principle did not cover contracts made under duress, 
contracts made by parties incompetent to bargain, or contracts 
whose effect was to destroy or unduly limit one’s liberty for the 
future. Laws against harmful drugs and dangerous food prod- 
ucts, or police regulations covering such everyday practices as 
the inspection of milk and meat, involve a further limitation on 
the principle of free contract—the individual is to be protected 
from mistakes that might do permanent and serious injury to 
his health and so would cripple his real freedom for the future 
even though his technical legal freedom might remain unimpaired. 
Thus the principle of the justice of free contract has never been 
held without important qualifications. Under it, however, the 
laborer bore the burden of industrial accidents, industrial 
diseases, and unemployment—all of them ills of industry as a 
whole, and all of them due to causes over which the individual 
sufferer had no adequate control to remove or to minimize them. 

With regard to industrial accidents a different idea has already 
made its way into general acceptance. Accidents are regarded 
as costs of industry, to be borne by industry to the extent of 
reasonable compensation, and to make this right of compensa- 
tion effective the wage-earner must not be allowed to waive it 
by contract. This system has worked well in two ways. It has 
lightened the burden of accidents by distributing the loss that 
used to fall with ruinous weight on a few. And it has created 
an effective financial incentive to accident prevention, roughly 
corresponding to the interest the community has in such work 
of human conservation, and it has placed that incentive where it 
could do the most good, on the person whose care or neglect 
can make the most difference to the number of industrial 
accidents: that is, on the employer. 

Of course, the workers are themselves jointly responsible, on 
account of the recklessness and unwillingness to use safety 
devices which characterize a part of them (and often endanger 
their more cautious fellows). These are well-known obstacles to 
employers’ efforts to promote safety in industry. But even from 
this point of view the education of the worker is best promoted 
by giving the employer a strong money motive which may save 
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him from becoming too easily wearied of well-doing in this 
direction. Largely as a result of this new policy, the rate of 
industrial accidents has been reduced radically in the past twenty 
years, and an incalculable human and economic gain has resulted. 

During the same period the electric light and power companies 
have enormously reduced their “idle overhead” by improving 
their “‘load-factor,” bringing average output much nearer maxi- 
mum and thereby securing a great increase in efficiency. How- 
ever, during the same period the wastes through unemployment 
have shown no such improvement. Good-will and a general 
sense of diffused responsibility have so far failed to produce 
adequate results. 


16. CONCLUSION 


There are a number of other problems connected with over- 
head cost, particularly that of the length of the working day and 
the status of the slow or inefficient worker. But this preliminary 
survey is already becoming too extended. The wide range and 
far-reaching character of the problem are sufficiently manifest, 
and we may turn to a more intensive and systematic study. 
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PROVINCIAL TAXATION OF COMPANIES IN 
CANADIAN PROVINCES 


Prior to confederation, Canadian provinces secured the greater 
portion of their revenues from excise, customs, and export duties. 
But, in forming the federation of The Dominion of Canada, the 
individual provinces agreed to surrender to the federal govern- 
ment the right to impose these taxes, on the condition that the 
central government, in return, assume the existing provincial 
public debts and grant from its treasury an annual subsidy of a 
determined amount to each province. It was supposed, at the 
time, that this subsidy, along with the revenues derived from 
the public domain of the province and from charges for privileges 
and prerogatives of the Crown, would be sufficient for provincial 
needs. The British North America Act provides that the federal 
government may raise “money by any mode or system of taxa- 
tion” (91:3), but the provinces are limited to “direct taxation 
within the province in order to the raising of a revenue for provin- 
cial purposes” (92:2), and to enacting “shop, saloon, tavern, auc- 
tioneer, and other licenses in order to the raising of a revenue for 
provincial, local, or municipal purposes”’ (92:9)." It was felt, 

t The terms of confederation were agreed upon by representatives of the prov- 
inces concerned, and were embodied in what are known as the Quebec Resolutions. 
British draftsmen, on the basis of these resolutions, drew up the British North 
America Act and the Imperial parliament enacted it into law. This act, along with 
its amendments and interpretations by the court, constitutes the Canadian con- 
stitution. Section 91 of the act enumerates the various subjects over which the 
federal government has exclusive jurisdiction and grants it general powers of legis- 
lation in matters that concern the “peace, order, and good government of Canada.” 
Section 92 enumerates the subjects assigned exclusively to a provincial legislature 
and grants it general powers of legislation in “all matters of a merely local or 
private nature in the province.” The distribution of legislative powers between 
federal and provincial parliaments is exhaustive, but the residuary powers are with 
the federal government. Powers not assigned exclusively to the province belong 
to the Dominion; the latter can encroach upon the exclusive areas of the province 
so far as this is necessary to a complete execution of its own enumerated powers. 
In case of a conflict of legislation, where each is exercising its own functions, the 
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however, that the provincial right of imposing direct taxation 
upon property and incomes would be exercised almost exclusively 
by the municipalities, since the provincial revenues would come 
from the sources already mentioned. 

The federal subsidy has been increased several times since 
confederation, but it has remained unchanged since 1907, and it 
is doubtful if there will be another general increase in the near 
future. But the decrease in the purchasing power of money 
since the last change in the federal grant has reduced its actual 
value by at least one-half. Moreover, the development of the 
provinces since this time and the extension of governmental 
functions have increased public expenditures at least threefold 
in most provinces. The result is that the federal subsidy has 
become a minor source of provincial revenues. In the larger 
provinces of Quebec and Ontario, it does not provide for more 
than 12 per cent of the ordinary expenditures. In the other 
provinces (excepting Prince Edward Island), it provides from 
25 to 30 per cent." 

In some of the provinces, there has been a marked increase in 
the revenues from the public domain, but this increase has been 
at best but proportionate to the growth of expenditures, so that 
provinces have been forced to the adoption of other methods for 
the attainment of necessary revenues. A system of licenses has 
been adopted to quite an extent, especially in the province of 
Quebec where it has given form to many of the taxes imposed. 
Liquor licenses proved a fruitful source of provincial revenues 
for many years, although the receipts therefrom were generally 
divided with the municipalities. Revenues from this source 
disappeared almost entirely during the war period, but are now 


federal law prevails. It will be recognized that provincial legislation must be 
drafted with careful consideration of the limitations of provincial jurisdiction. 
Provinces may prohibit the export of timber cut from their crown lands, or 
impose a duty upon its export. The Supreme Court of New Brunswick has 
declared constitutional a provincial tax on the export of liquor shipped by provin- 
cial dealers. It is thought the case will be appealed. 

* The subsidies are granted partly on a population basis, so that each census 
results in some change in the amounts of the subsidies. But these changes are not 
important. 
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reappearing under the form of export licenses and profits from 
sales of provincial commissioners to licensed vendors. The 
provinces of Quebec and British Columbia are obtaining large 
revenues from governmental monopolies of the distribution and 
sales of liquors but at the cost of considerable increase in drunken- 
ness and in the consumption of liquors.’ In the early days of 
the Dominion, the courts interpreted the powers of the provinces 
narrowly, and “other licenses” (92:9) was not supposed to 
include licenses for wholesale liquor dealers or brewers,’ since 
this would constitute an interference with trade and commerce, 
one of the enumerated matters for federal jurisdiction. But 
in 1897, the Privy Council sustained the Legislature of Ontario 
in requiring brewers and distillers to secure a provincial license 
to sell within the province. According to the court, the neces- 
sary power is conferred upon a province both in subsection 2 
(since it is direct taxation), and in subsection 9 under “other 
licenses.” 


* Viewed as a purely fiscal measure, governmental distribution and sale of 
intoxicating liquors has little to commend it above the one fact that it does secure 
the revenue. A tax upon the consumption of a commodity of this character cer- 
tainly does not generally fall where there is ability to pay, and cannot be just in its 
distribution or socially valuable in its results. It violates Smith’s canon of taxa- 
tion, to “‘take out and keep out of the pockets of the people as little as possible 
over and above what it brings into the public treasury.” To obtain $3,000,000 of 
revenue, British Columbia or Quebec must sell liquors 'to the amount of $15,000,000, 
since provincial profits cannot exceed 20 per cent of the gross sales price. Of the 
remaining 80 per cent, the greater portion goes to the federal government in excise 
or custom duties. Is it wise for a province to divert so large a portion of the 
incomes of its people from the ordinary industries to establish a public wholesale 
and retail liquor industry? Governmental sale must find its justification as an 
effective method of social regulation and control, as a means of obtaining law 
enforcement and promoting sobriety and public order. Does the incentive for 
gain in the distribution of intoxicating liquors act upon our hard-pressed provincial 
governments much as it did upon the private retailers of other days and defeat the 
ends of regulation and control? It would be unfortunate if provincial governments 
should turn for revenue to the sale of liquors and delay the adoption of adequate 
taxation and of effective methods of tax administration. Of course if the liquor 
traffic is legalized its taxation is justified as repressive in nature, and as the 
taxation of a luxury. 


2 Severn v. Rex (2 S.C.R. 70). 
3 Brewers and Maltsters v. Ontario (1897, App. Cas. 231). 
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INSURANCE TAXATION 


But notwithstanding the increase in revenues secured from 
fees and licenses of various sorts, provinces were soon obliged 
to resort to more explicit taxation. Moderate taxes of inherit- 
ances and of certain incorporated companies were imposed by 
the larger provinces at about the same time, and these have been 
repeatedly widened in scope and increased in rate, as provincial 
expenditures increased. 

Insurance was one of the first industries to bear part of the 
burden of provincial taxation. In taxation as in other matters, 
provinces often follow the example of other states and of each 
other. A provincial government, especially in one of the older 
provinces, will go to great lengths to avoid the direct taxation 
of the property or income of its citizens. Large and extra- 
provincial insurance corporations are, for obvious reasons, 
singled out for the introduction of provincial taxation. While 
the tax acts are called “corporation”’ tax acts, the term corpora- 
tion is defined therein as including firms, partnerships, and 
associations, or other forms of business organization carrying on 
the business of insurance. As the needs of the provinces have 
become more pressing, and as the insurance business has increased 
and broadened, provincial taxation has been amended to apply 
to corporations selling fire, life, accident, guaranty, industrial, 
burglary, explosion, plate glass, bond, steam boiler, tornado, 
sickness, inland transit, sprinkler leakage, and other forms of 
insurance. If marine insurance is taxed at all, it is generally at a 
much lower rate than other insurance. Certain forms of mutual 
insurance, such as fraternal, religious, and benefit associations, 
are generally exempt from taxation. 

In 1875, the province of Quebec imposed upon all new or 
renewal premiums received within the province a tax of 3 per 
cent in the case of fire insurance and of 1 per cent in the case of 
life insurance. This tax was enacted under the name of a 
license act but was to be paid by affixing to the premium receipt 
adhesive stamps for the amount required. These stamps must 
then be canceled. Unless the tax was paid, the policy was 
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declared invalid. The court held that the act was not a license 
but a stamp act and indirect taxation and so wlira vires of the 
province. Further, the effort to make the transaction invalid if 
the tax was not paid was declared beyond the competence of 
the province and an infringement upon the jurisdiction of the 
federal government, which has exclusive control over trade and 
commerce." 

But a later act of this province (45 Vict. C 22), placing a tax 
upon insurance companies on the basis of their premium receipts 
within the province for the previous year, was declared valid 
legislation by the Privy Council and direct taxation within the 
province.? 


* Queen v. Queen Insurance Company (1878, 3 App. Cas. 1090). The court 
held the legislation was not authorized under (92:9), since it was not a license. 
“The penalty is not on the issuing of the policy, receipt or renewal; it is not a 
penalty for not taking out a license.” ‘It is not a payment depending on the 
amount of the trade previously done by the trader.” “It is not really a price 
paid for a license, but a mere stamp on the policy receipt or renewal.’’ Moreover, 
the tax imposed by this act is not authorized under (92:2), since, whether we 
accept the ordinary or the technical meaning of the term “direct taxation,” a 
stamp act cannot be so regarded. ‘A license act by which a licensee is compelled 
neither to take out nor to pay for 2 license but which merely provides that the price 
of a license shall consist of an adhesive stamp to be paid in respect of each transac- 
tion not by the licensee but by the person who deals with him is virtually a stamp 
act and not a license act” and is indirect taxation. 


2 The Bank of Toronto v. Lambe (1887, 12 App. Cas. 575). The main part of 
this decision deals with the validity of the taxation imposed by the act upon banks. 
The court held, however, that the taxation imposed by the act upon insurance 
companies is substantially identical with that levied on the banks and is, therefore, 
direct taxation. 

The B.N.A. act limits a province to direct taxation, but it nowhere defines 
what direct taxation is. This task was left for the courts to determine and, in this 
respect, the case in question is important. In a previous case (ro A.C. 141), the 
court had accepted Mill’s definition of a direct tax as one which is demanded from 
the very persons who it is intended and desired shall pay it “as distinguished from 
an indirect tax which is demanded from one person in the expectation and intention 
that he shall indemnify himself at the expense of another.” But in this case, 
Lord Hobhouse, while accepting this distinction between direct and indirect taxes, 
points out the difference between a legal and an economic definition. The economic 
definition may class the tax direct or indirect according to its results in each par- 
ticular case, but the legal meaning must be concerned with the “general tendencies 
of the tax” in its generic aspect rather than in any particular case. 

Thus customs duties are regarded as indirect, since it is expected and intended 
that they shall be passed on by the importer to purchasers of his products, although 
in particular cases the man who pays the tax may have to bear it. On the other 
hand, the income tax is regarded as direct, although there are cases without doubt 
where the tax is shifted to other persons. (See footnote, p. 77 of this article.) 
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A more recent decision of the Court of Ontario with respect to 
the present Corporation Tax Act sustains this province in taxing 
insurance companies on the basis of their insurance receipts for 
the previous year from business transacted within the province. 
The act declares a premium to be within the province if “(i) it 
is by the terms of the policy or renewal thereof or otherwise 
payable in Ontario; or (ii) is paid in Ontario; or (iii) is payable 
upon or in respect of a risk undertaken in Ontario; or (iv) is 
payable in respect of insurance of person or property resident 
or situate in Ontario at the time of payment, whether such 
payment is earned wholly or partly in Ontario or elsewhere.” 
The treasurer of the province brought suit against the Canada 
Life Association to collect taxes imposed by this legislation. 
The association refused payment on the ground that premiums 
so defined were not “within the province,” and that a tax imposed 
upon the basis of gross premiums was evidently meant by the 
legislature to be shifted to the policyholders and was indirect 
taxation. A tax upon insurance based upon premium receipts 
was a tax upon a commodity which added to its cost of production 
and was shifted to the consumers. But the court, following the 
decision of the Privy Council already mentioned, claimed that 
this tax was similar to the one there dealt with and was direct 
taxation. It held that it was evidently the intention of the legis- 
lature, not that the association should shift the tax, but that it 
should be paid out of the profits of shareholders and participating 
policyholders. Even though, by an indirect method, part of the 
tax might ultimately reach the consumer in an increase in premi- 
ums, just as a tax upon real estate might increase rents, still in 
both cases this was not the intention, and there was no direct 
relation between the tax and any increase in price. A tax was 
direct if it was confined in its effects to the province, and the 
limitation to direct taxation in the British North America Act 
was evidently meant to protect the Dominion from indirect taxes 
which would interfere with its general policy.' As a result of 

* Treasurer of Ontario v. Canada Life Association (33 Ont. L.R. 432). The 


reasoning of Judge Middleton in this case is not convincing to the layman. One 
wonders if a tax placed upon premium receipts in the hands of a company or associa- 
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these decisions, a tax upon insurance companies, based upon 
their premium receipts for a preceding year, is regarded as direct 
taxation within the jurisdiction of a province and is now used by 
practically all the provinces. 

Several provinces have followed the language of the Ontario 
corporation act in determining what premiums are “within the 
province.”’ If these acts were strictly interpreted and enforced, 
there would be double taxation of many premiums, but in general 
premiums are allocated to the respective provinces in a manner 
that avoids double taxation. The Solicitor for the Treasury for 
Ontario informs the writer that, in Ontario, life insurance 
premiums are taxable only when the insured lives in Ontario, 
and fire insurance premiums are taxable only when the property 
is situated in Ontario." 

Most provinces impose the tax upon the gross premiums, that 
is, upon the premium paid, less what is returned for cancellation 


tion, with the evident intention of reaching its numerous participating policyholders 
throughout the world and taxing a part of their dividends, is not indirect taxation 
as the court has defined it. A tax upon insurarice, based upon gross premium 
receipts and exceptional to this industry, must surely increase the marginal cost of 
production and raise premium rates rather than lower profits, and if the legislators 
did not mean this, it is because they did not know or did not care. Legislators 
are generally more interested in obtaining revenue without doing themselves political 
injury than in the incidence of the taxes they impose. What tax has its effects 
wholly within a province? For years, New Brunswick did not tax the premiums of 
life insurance, but since premium rates for such insurance throughout Canada are 
the same, citizens of this province paid part of the taxes imposed by the other 
provinces. Practically all provincial taxes are in reality indirect; they are imposed 
upon business transactions and are shifted, in large measure, to consumers. 

* Premium receipts according to provinces are published annually in the report 
of the Dominion Superintendent of Insurance and evidently most provinces tax on 
the basis of these returns. The Dominion Superintendent writes as follows: 

“So far as overlapping of taxation is concerned, I do not think there is much 
complaint in this respect. Occasionally I have heard of one province complaining 
that, in case of insurance on shipments passing through several provinces, the tax 
is collected by the province of origin notwithstanding the fact that the greater 
portion of the trip may be in another province. For instance, a shipment of grain 
leaving a point in the eastern part of Saskatchewan and going to Fort William might 
be insured at the point of departure, although the greater part of the journey is 
through Manitoba territory. But much of such insurance will be effected in Winni- 
peg and the premium paid and taxed in Winnipeg; so, taking all things together, 
no province suffers much through such arrangement.” 
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of policies or for reinsurance in licensed companies. But if 
reinsurance is taken in a company not licensed by the Insurance 
Department of the Dominion of Canada there is no exemption 
for such reinsurance premiums paid by the licensed companies. 
The province of Ontario permits, in the case of life insurance, 
a deduction of the cash value of dividends paid to policyholders. 
Mutual fire insurance companies which receive premiums in 
cash are taxed upon the gross cash premiums received, but purely 
mutual companies are generally exempt from provincial taxation 
of premiums and pay lower registration fees than the regular 
companies under provincial insurance acts. In most provinces, 
regular or stock companies pay an annual registration fee of from 
$200 to $300 and certain other small fees in addition. There are 
also license fees for agents, brokers, and underwriters’ agencies. 
Is the exemption of mutuals from taxation wise legislation? Is 
not insurance an element of cost in production, and why should 
producers providing their own insurance be favored against 
competing producers who purchase this utility from others? 
Why should co-operative production be favored by the state 
as against private enterprise? Why not give equality of oppor- 
tunity and permit the most efficient forms of organization to 
survive? Would it not be better if mutual forms of production 
whether of light, heat, power, transportation, banking, insurance, 
or of other utilities, should pay the ordinary taxes and operate 
under conditions common to other forms of business enterprise ? 

As the tabulated statement shows, there is considerable varia- 
tion in the rates of taxation upon insurance imposed by the 
different provinces. This is unfortunate, since the large insur- 
ance companies do a Dominion-wide business and, in most 
cases, charge the same premiums everywhere. Most of the 
provinces have organized fire prevention departments and levy a 
small tax upon fire insurance companies for their support. 
The fire wastes in Canada are far larger than is necessary, and a 
campaign of education and effective organization for fire pre- 
vention are essential. 

The taxation of unlicensed insurance has created discussion 
within recent years. Insurance is not among the enumerated 
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subjects assigned to the federal government, so that any province 
may incorporate a company to carry on insurance within its 
territory, and other provinces may grant the provincial company 
perm. 3 to operate within their areas. A provincial company 
may therefore carry on business in several provinces without 
any license from the federal department. It would seem that 
the Dominion government, under properly framed legislation, 
using its powers for the regulation of aliens, may require a 
foreign company to take out a federal license in order to do 
business within a single province,’ and, in fact, the federal 
insurance act does require a federal license before a foreign 
company can carry on business in Canada: that is, advertise, 
employ agents, open an office, or solicit business. But any 
person in Canada may, of course, purchase insurance in unlicensed 
foreign companies, and such foreign companies may send their 
appraisers to inspect risks or adjust losses. A considerable 
amount of insurance in unlicensed foreign companies is carried 
by Canadians, and naturally the licensed companies have 
demanded that such insurance premiums pay federal and pro- 
vincial taxes, while the Canadian Manufacturers Association 
has persistently opposed it. Mr. Justice Masten, the special 
Insurance Commissioner of Ontario, discussed this question in 
his report to the legislature in 1919. He pointed out that 
“it is impracticable to tax these companies directly; they are 
not resident in Ontario; they have no assets here, and the placing 
of insurance with them is done either by a Canadian manufacturer 
going to Boston or New York himself, or by employing a broker 
in one of these cities who procures the insurance for him. A 
tax, if imposed, would necessarily be levied upon the Ontario 


* Insurance Companies Case (1916, App. Cas. 588). 


2 The Legislature of Ontario, at the last session, passed an act providing for 
provincial licensing of reciprocal fire exchanges without the necessity of government 
deposit. The act is not to come into operation until the court has given a decision 
as to its constitutional validity. If the act is valid, a province may permit a foreign 
company to do business within its area without obtaining a license from the federal 
government. The province claims that the case rests on the fact that this is a 
matter of insurance contract, and that the regulation of the business of insurance 
as such rests with the province as a matter of property and civil rights. 
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citizen who places his insurance with the unlicensed companies.” 
Justice Masten thought that competition from unlicensed com- 
panies had reduced rates and procured more favorable forms of 
contract with licensed companies, particularly in sprinkler 
insurance. In opposing taxation of unlicensed insurance, the 
Manufacturers Association contended that the Canadian Fire 
Underwriters Association had such a control over insurance that, 
were it not for this outside competition, there would be a monop- 
oly; that the competition was needed both for favorable rates 
and for satisfactory forms of contract; that, since unlicensed 
companies cannot solicit insurance, this competition cannot be 
regarded as unfair. 

During the last session of Parliament, a federal tax of 5 per 
cent of the net premiums paid was placed upon all insurees in 
unlicensed companies. The Manufacturers Association opposed 
this tax on the following grounds: (1) the revenue therefrom 
will be trifling; (2) the amount of insurance done through 
unlicensed companies is small—not over 5 per cent of the total; 
(3) the greater part of unlicensed insurance is placed by the 
licensed companies themselves; (4) the insurance companies 
of Canada are greatly protected, in that no foreign company can 
carry on business in Canada, and it is fair that they should be 
taxed for their exceptional opportunity. Canadian banks pay 
federal taxes, but no one has suggested that a Canadian bor- 
rowing money from an American bank should pay a tax upon 
the amount so borrowed. 

The association is evidently sensitive to the charge of incon- 
sistency in opposing taxation of unlicensed insurance, while 
supporting tariff protection for themselves. If a tax of merely 
5 per cent upon the net premiums of unlicensed insurance tends 
to higher rates, less favorable forms of contract, and monopoly 
conditions of the industry, what about a tariff protection of 
more than 30 per cent? The tax on unlicensed insurance does 
not establish a preference in favor of the licensed companies, 
since these latter pay in local, provincial, and federal taxes an 
amount equal to 8 per cent of their premium receipts. Then, 
too, the tax is upon unlicensed companies but not upon foreign 
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competitors as such, for licensed companies include both British 
and American as well as Canadian companies; in fact, any 
company may obtain a license by making the necessary deposit 
with the federal department and meeting the conditions pre- 
scribed as essential for the protection of Canadian citizens. If 
the federal conditions are not fair and just, if they do not afford 
mutuals terms of registration consistent with their principles of 
organization, then the proper course is to secure the necessary 
modifications of the federal insurance act and the licensing of 
the companies which are entitled to qualify, but in no case 
exemption from taxation.’ Worthless insurance has been sold 
to Canadian citizens in substantial amounts, and the smaller 
provinces which do not have insurance departments look to the 
federal department for proper supervision and protection. If 
unlicensed insurance is obtained through licensed companies, 
it need only be stated that the latter pay the taxes upon it and 
become responsible for the protection of the insured persons. 
When Canadian citizens borrow from American banks, they 
make use of Canadian banking and exchange institutions, which 
bear their share of taxation just as unlicensed insurance is taxed 
when secured through a licensed company. Would the Manu- 
facturers Association care to permit Canadian citizens to pur- 
chase, free of duty, manufactured articles from foreign dealers 
provided the latter were not allowed to advertise or solicit trade 
in Canada? The federal act does not successfully prohibit the 
soliciting of business by unlicensed companies, especially by the 
New England Mutuals of which so many Canadian manufacturers 
are members. 

Several of the provinces now tax unlicensed insurance. The 
province of New Brunswick was the first to place the tax, as the 


* Mr. Gray, the able Superintendent of Insurance for Ontario, thinks that the 
federal act should be changed in order to deal more favorably with mutual compan- 
ies or associations. The deposit requirement of the federal department, whereby 
the deposit so made is available only for the policy holders in Canada, is, he thinks, 
inconsistent with the mutual plan and should be modified so that it would be for 
the benefit of members wherever resident. New England Mutuals require such 
large gross premiums or initial deposits from members that a deposit in Canada 
made on the basis of this reserve would be so great as to make it difficult for the 
companies to operate. 
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federal act now does, directly upon the insurees in such cases. 
In this province, the tax is 2 per cent of the net premium paid, 
but the net premium is defined in the act as the gross premium 
deposited, less the unabsorbed portion of the premium returned 
or credited to the policyholder, plus interest at the legal rate 
upon such unabsorbed portion during the time it is deposited. 
In order to give additional security to members, the premium 
written in the Mutual policy may be ten times the net premium. 
Perhaps a simpler method of taxation would be to place the tax 
upon the net premium and make the rate slightly higher than in 
the case of stock companies. The Ontario act as amended last 
session follows the western provinces in authorizing a special, 
licensed broker to piace all unlicensed insurance and to collect 
the tax thereon for the province." Most provinces have insur- 
ance departments; the provinces which do not would do well to 
follow Nova Scotia in not permitting any company to do busi- 
ness, in their territory, which is not licensed by the federal 
department. 


BANK TAXATION 


Banking is one of the enumerated subjects which, in the 
British North America Act is assigned exclusively to the federal 
government, and consequently Canadian banks operate under 
federal charter. They are, with a few minor exceptions, large 
financial institutions and operate by means of branches in several 
provinces and often throughout all Canada. On this account, 
it is important that their taxation should be uniform in the 
different provinces, and that conflicts in provincial jurisdiction 
should be avoided. The earliest provincial taxation of corpora- 
tions included banking. The act passed by Quebec, in 1882, 

* The act reads: 

“Where sufficient insurance on property in Ontario cannot be obtained in 
Ontario at reasonable rates or on the form of contract required by the insured from 
insurers licensed to do business in Ontario, the person named in such license may 
effect insurance with unlicensed insurers and shall, within ten days after the placing 
of such insurance, submit to the Superintendent a statement setting forth the name 
of the insured, the property insured and its location, the full names of the unlicensed 
insurers and the amount of insurance placed with each and the rate and amount of 
premium paid to each.” 
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already referred to in connection with the taxation of insurance, 
imposed a tax upon banks assessed according to the paid-up 
capital of the bank and the number of branches in the province. 
The Bank of Toronto contested the legality of the tax on the 
ground that, since its head office was in another province, and 
much of its capital was employed without the province and was 
owned by persons resident without the province, it was not 
taxation ‘“‘within the province.” Further, since banking is placed 
exclusively under federal jurisdiction, and since the power to 
tax implies the power to confiscate or destroy, a province has no 
legal right to tax a bank. Moreover, the tax in question was 
indirect and therefore ulira vires of the province. But the 
court held the tax to be a direct one, upon property within 
the province, and that a provincial legislature has power to tax 
federal corporations." 


t Bank of Toronto v. Lambe (1887, 12 App. Cas. 575). The tax was direct: 

“Tt was not like a customs duty which entered into the price of the commodity. 
The tax in question is demanded directly of the banks apparently for the reasonable 
purpose of getting contributions for provincial purposes from those who are making 
profits by provincial business. It is not a tax on any commodity which the bank 
deals in and can sell at an enhanced price to its consumers It is a direct 
lump sum to be assessed by simple reference to its paid up capital and its places of 
business. It may happen that in the intricacies of mercantile dealing the bank 
may find a way to recoup itself out of the pockets of its Quebec customers. But 
the way must be an obscure and circuitous one, the amount of the recoupment 
cannot bear any direct relation to the amount of the tax paid, and if the bank does 
manage it, the result will not improbably disappoint the intention and desire of the 
Quebec Government.”’ 

The court held the tax to be within the province: 

“Persons to be taxed by the province need not be domiciled or even resident 
within it. Any person found within the province may legally be taxed there if 
taxed direct. The bank is found to be carrying on business there and on that 
ground alone it is taxed. There is no attempt to tax the capital of the bank any 
more than its profits. The bank is directly ordered to pay a sum of money; but 
the legislature has not chosen to tax every bank, small or large alike, nor to leave 
the amount of tax to be ascertained by variable accounts or any uncertain standard.”’ 

The court held also that the power of taxation granted to the provinces did not 
interfere with the power of making laws on the subject of banking granted to the 
federal government: 

“Their Lordships cannot conceive that when the Imperial Government conferred 
wide powers of local self government on great countries such as Quebec, it intended 
to limit them on the speculation that they would be used in an injurious manner. 
People who are trusted with the great powers of making laws for property and civil 
rights may well be trusted to levy taxes.” 
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A glance at the summary of provincial bank taxation accom- 
panying this article will indicate the diversity of methods 
employed by the different provinces. Quebec still imposes its 
tax according to the paid-up capital and the number of branch 
offices within the province; Ontario taxes banks according to 
their paid-up capital and their surplus or undivided profits; 
Nova Scotia and the westerm provinces levy a direct sum upon 
the head office of each bank within the province and a smaller 
sum upon each other office of a bank within the province; New 
Brunswick and Prince Edward Island base their taxation upon 
the average volume of business of each bank. It will be seen 
that many of these taxes are crude, inelastic, and inaccurate. 
Undoubtedly, the simplicity or crudeness is due in part to the 
desire, in early days, to enact taxation that the courts would 
recognize as constitutional; but there was also the fact that the 
amount taken in taxation was small, and since the province had 
no proper organization for the administration of taxation, ease 
in collection was more important than equality in assessment. 

Taxation, on the basis of paid-up capital and surplus, without 
regard to where such capital is employed, is not equitable and 
there is some doubt if it is strictly constitutional. Even if the 
rate is low the tax is inequitable as between banks, since one 
bank may do practically all its business within a province and 
another with large capital may do a small business within a 
particular province. Ontario taxes banks upon their entire 
capital stock and reserve, but in a few cases the treasurer has 
power to rebate the tax by one-half, and this has been done in the 
case of some banks with head office in Quebec. Authorized, 
paid-up capital, or even the paid-up capital that may justly be 
allocated to a province, is no accurate measure of taxpaying abil- 
ity, although a better measure in case of Canadian banks than 
in most cases. The crude but simple method of imposing taxa- 
tion on the basis of a lump sum for the head office and a smaller 
sum for each branch within the province is easy to administer 
but is inelastic and inequitable. It presses heavily upon new 
banks and discourages the opening of new branches, and it uses 
an arbitrary basis for measuring taxpaying ability. 
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A better system of taxation would be one based upon either 
the gross or the net profits. If provinces had efficient, well- 
organized tax departments and were competent to administer 
income taxation, there is much to say in favor of taxing banks 
on net income. But whether we take the net income as the 
amount which each branch office shows upon its books, according 
to the methods used by each bank in distributing costs and 
gains between the branch and the head office, or whether we 
allocate to the banking business within the province such a por- 
tion of the net income as the business therein bears to the total 
business of the bank, we will find that a tax based upon net 
profits will not give a large return unless the rate is quite high. 
Under federal taxation imposed during the war, a bank pays 
either the tax on the note issue or the net income tax, whichever 
is the larger, and in most cases the former has been applied. 
There are many ways of concealing profits, and the amount of 
profits shown by the banks within each province is, to a con- 
siderable extent, a matter of bookkeeping, so that a tax on 
this basis is not recommended unless a province has a well- 
organized tax administration. 

A tax upon gross earnings is easier to administer and can be 
calculated in such a manner as to bear a proper relation to a tax 
upon property or upon net profits, and the ratio of net to gross 
earnings must be fairly constant as between competing banks. 
But the banks favor a tax based upon the average volume of 
business, such as that now used by New Brunswick and Prince 
Edward Island and by some municipalities in these provinces. 
The method employed is no accurate measure of the volume of 
business, since it does not include note issue, and, in taxing both 
deposits and discounts, may count one transaction twice. But 
the rate can be calculated as the equivalent of a desired assess- 
ment upon net or gross profits. It is equitable as between 
banks; the tax increases automatically with the growth of busi- 
ness, and it can be calculated from the monthly returns now made 
to the federal government." 


* The New Brunswick Tax Act reads: 
“On the average volume of business done in the province of New Brunswick 
for the year immediately preceding such assessment, that is to say, on the average 
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The constitutional character of this form of taxation has not 
been questioned. It has been used by the cities of Nova Scotia 
and New Brunswick for several years and is employed by the 
two provinces already mentioned. The economist might well 
claim that it is indirect taxation meant to be distributed to the 
customers of the bank. But it is no more indirect than is the 
tax upon premium receipts of insurance which has been declared 
valid by the appeal court or the taxes upon gross earnings levied 
by several provinces in connection with other industries. 

The objection of bankers to the use of this method of taxation, 
in a province where the municipalities have also adopted it, is 
that they fear excessive taxation. But banks favor a system 
of taxation that would relieve them from petty, special municipal 
taxes and are evidently willing that a province should subject 
them to a tax of this nature, with a rate substantial enough for 
the province to divide the returns therefrom with the munici- 
palities. 

If the province of New Brunswick, in amending its Corpora- 
tion Tax Act in 1920, had imposed upon the banks a tax of one- 
twelfth of 1 per cent of their average volume of business and had 
agreed to divide the amount received with the municipalities, so 
that cities would receive one-sixteenth of 1 per cent, towns one- 
twenty-fourth of 1 per cent, and other places one-thirty-sixth of 
I per cent on the business transacted in each respectively, and 
had restricted municipalities to the taxation of the banks’ 
real estate, the taxes received by both province and municipalities 
would have been increased and the banks would have been 


of all loans and investments, including overdrawn accounts, notes and bills dis- 
counted, current accounts, call loans, loan accounts, past due bills, foreign exchange 
and any other advances of any kind or description, and on the average of all deposits, 
including current accounts and savings banks balances, special deposits and any 
other balances or amounts due to or by such bank, always excepting, in the case of 
a branch bank, balances shown as due to or by the head office 

average monthly volume of business shall be ascertained in the manner following, 
that is to say, the amounts of such loans, investments, deposits and advances 
respectively standing on the books of the said bank, on the last day of each month 
for the next preceding year shall be set out in such statement and shall be added 
together and the result divided by twelve.” 
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relieved of the petty, irritating, and often unjust exactions of 
the local administrations. The western provinces are organizing 
tax commissions, and it is understood that they intend to intro- 
duce business taxes on net profits, which shall be used for munici- 
pal purposes and perhaps also for the provincial revenues. 


THE TAXATION OF EXPRESS, TELEGRAPH, TELEPHONE, RAIL- 
WAY, STREET RAILWAY, HEAT, LIGHT, POWER, 
AND OTHER PUBLIC UTILITIES 


As in the case of bank taxation, the provinces use different 
methods of taxation of these utilities. In some cases, a straight 
license fee is exacted; in others, a tax is based upon the mileage 
of track or wire; in a few instances, the tax is based upon the 
amount of invested capital; and there are some instances of the 
taxation of gross earnings. Heretofore, provinces have not 
received much revenue from taxes of these services. Much of 
the capital invested in these enterprises is public (municipal, 
provincial, or federal) either highly subsidized or under govern- 
ment ownership and, in either case, partially or completely 
exempt from taxation. Distances in Canada are great; popula- 
tion is sparse, and the earnings of public utilities have been 
small in proportion to invested capital. However, the time 
has come for better systems of taxation of these utilities. Per- 
haps, in view of present methods of provincial administration, 
a tax based upon the gross earnings would be as satisfactory as 
any. The gross earnings for a province should include (a) 
receipts from business wholly within the province, (0) a portion 
of the receipts from business with one terminal within the 
province, and (c) a portion of the receipts from business which 
passes through a province but has neither terminal therein. 
The methods employed by the states of California and Connecti- 
cut in the taxation of gross earnings might wisely be adopted. 

* The California law reads: 

“When such companies are operating partly within and partly without the state, 
the gross receipts within this state shall be deemed to be all receipts on business 
beginning and ending within this state and a proportion based upon the proportion 
of mileage within this state to the entire mileage over which such business is done, 
of receipts on all business passing through, into, and out of this state.” 
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Each company taxed in these states must furnish the tax adminis- 
tration a statement setting forth the name and location of the 
company, the total amount of gross earnings from the lines, 
routes, cars, or telephone exchanges operated by it, and the 
number of instruments, miles of car line or wires that are situated 
within the state. The proper authorities then determine the 
gross earnings within the state in proportion to miles of wire, 
track, or whatnot as required by the act. The information 
already furnished by these utility corporations to the federal 
government is, in most cases, sufficient for the necessary alloca- 
tion of earnings to the respective provinces. The province of 
New Brunswick taxes telegraph companies upon the actual 
cash receipts, during the preceding year, taken in by offices within 
the province. Not only is there danger of evading such a tax, 
but the gross earnings allocated by the methods already men- 
tioned are much larger than the cash receipts." 

But if a tax is imposed upon the gross earnings of these utili- 
ties, the rate must be so adjusted as to place upon taxpayers not 
more than their fair share of the provincial burden. If the 
province confines its taxation of corporations to those of province- 
wide operation, there is little justification for singling out heat, 
light, or transportation companies of purely local character and 
placing a tax upon them in addition to the local taxes which must 
be paid by the users of these services. Further, when such 
taxation is imposed, there is no justification for taxing the 
consumers of these utilities who buy them from private corpora- 
tions and exempting the users who are fortunate enough to be 
served by a public corporation. If the tax assessed by the pro- 
vincial authorities on the basis of gross earnings is to take the 
place of municipal taxation, then the rate should be fully equal 
to that paid upon other properties. But if, as may wisely be 
done in some cases, the local real estate is subjected to municipal 
taxation, then a lower provincial tax upon gross earnings is 
necessary. There is some ground for belief that provincial 


* The gross earnings of the Western Union Telegraph Company in the province 
of New Brunswick for the year 1919 on the basis of allocation amounted to nearly 
three times the cash receipts. Would a tax on gross earnings so allocated by a 
province be taxation within a province? It would seem so in view of past decisions. 
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governments place too large a portion of the provincial tax 
burden upon urban users of utilities, although much of the 
government expenditure is for rural areas. Taxes based upon 
ability to pay provide public revenues which, of course, are to 
be used for the common good without regard to the areas or 
sources from which derived, but taxes of this nature are not 
based upon ability to pay. 


THE TAXATION OF EXTRAPROVINCIAL CORPORATIONS 


There is a tendency among the provinces to seek revenue 
by taxing the citizens of other states or provinces. The citizens 
of a state other than one’s own do not have the power to resist 
such taxation; they cannot work political injury, and, to some 
shortsighted men, all such revenue is pure gain. But taxation 
of this nature is irritating, petty, and injurious. Restrictive 
legislation and discriminatory taxation of foreign corporations 
prevent free competition, limit interprovincial trade, and raise 
prices to provincial customers: it is provincial protection. 
New Brunswick imposes a tax of $100 a year upon each extra- 
provincial company with an authorized capital of not more than 
$100,000, and a tax of $200 when the capital is in excess of this 
amount. This tax is probably wlira vires of the province when 
applied to federal companies, but, since it is small in amount, it 
has been paid without more than verbal protest. Another 
method of discriminating against extraprovincial companies 
quite often used is to base the tax upon the authorized capital 
without regard to where it is employed. Naturally, it is the 
foreign company that generally has the greatest proportion of its 
capital employed outside of the province. Often some provision 
is made for partial relief in exceptional cases, but, as present 
tax legislation stands, this discrimination is in effect in several 
provinces. Still another form of tax discrimination is that 
employed by the province of Quebec, which has a higher tax 
rate upon foreign corporations, firms, and enterprises than upon 
provincial companies. A more common method of discrimina- 
tion, employed by nearly all the provinces, is the requirement of 
a license or registration fee from each extraprovincial corporation 
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in order to do business in the province. The fee for this initial 
registration or license is practically that required of a home com- 
pany for incorporation. The Company Act of Ontario, which 
was the parent of most of the other provincial acts, required of 
each extraprovincial company (including a federal company) a 
license to do business within the province, the fee for which was 
the same as that paid by the home company for incorporation, 
except that the fee was based upon the amount of capital to be 
employed within the province. Some of the prairie provinces, 
in order to avoid the constitutional difficulty of discrimination 
against a federal company, have given up the practice of charging 
a home company for incorporation and, instead, charge an 
initial registration fee upon all companies whether provincial 
or extraprovincial. The province of British Columbia required 
each extraprovincial company to obtain a provincial license before 
it could legally do business within the province, and, in order to 
obtain such license, it was required to meet the conditions pre- 
scribed by the provincial company’s act. This province actually 
refused to grant a license to a federal company. Other provinces 
did not claim power actually to withhold a license if the informa- 
tion asked for was obtained and the fees prescribed by the prov- 
ince were paid. But federal companies refused to comply with 
the terms of these provincial company acts and, after carrying 
their cases to the Privy Council, won out against the provinces. 
The Appeal Court held that a province under general statute 
may tax federal corporations along with provincial and other 
corporations, and that a federal corporation must be subject to 
the general laws of the province which apply to it without 
distinction, but that a provincial legislature cannot destroy the 
powers and status of a federal company.’ 


*In John Deere Plow Company v. Wharton (1915, App. Cas. 330). 

“The status and powers of a dominion company cannot be destroyed by a 
provincial legislature The section therefore of the Companies Act of 
British Columbia that companies incorporated by the Dominion parliament shall 
be licensed or registered under that act as a condition of carrying on business, or 
maintaining proceedings in its courts is ultra vires the provincial legislature 
It is true that when a company has been incorporated by the Dominion Government 
with powers to trade, it is none the less subject to provincial laws of general applica- 
tion enacted under the powers conferred by section 92. Thus, notwithstanding a 
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In view of these decisions, is a tax imposed upon the capital 
stock of a company, without regard to the amount of such that is 
employed within the province, discriminatory taxation when 
applied to a federal company? Does a province discriminate 
against a federal company in requiring from it a registration 
fee equivalent to that paid by a provincial company for incorpora- 
tion ?* Is it legal for a province, imposing no fee for incorpora- 
Dominion Company has capacity to hold land, it cannot refuse to obey the statutes 
of a province as to mortmain; or escape the payment of taxes, even though they may 
assume the form of requiring, as a method of raising a revenue, a license to trade, which 
affects a Dominion company in common with other companies... . . It might have 
been competent to that Jegislature [that is, the legislature of British Columbia] io 
pass laws applying to companies without distinction and requiring those which were 
not incorporated within the province to register for certain limited purposes, such as 
the furnishing of information. It might also have been competent to enact that 
any company which has not an office and assets within the province should, under 
a statute of general application regulating procedure, give security for costs. .... 
The legislation in question really strikes at capacities which are the natural and 
logical consequences of the incorporation by the Dominion Government of com- 
panies with other than provincial objects.” 

In Great West Saddlery v. The King (1921, App. Cas. g1) the court said: 

“A company incorporated by the Dominion under the Companies Act may be 
subject to provincial laws of general application such as laws imposing taxes, or 
relating to mortmain, or requiring licenses for certain purposes, or as to the form of 
contracts, but a provincial legislature cannot validly enact for the enforcement of 
such sanctions which if applied would sterilize or destroy the capacities and powers 
which the Dominion has validly conferred. . . . . If the act had merely required a 
Dominion company, within a reasonable time after commencing to carry on business 
in Saskatchewan, to register its name and other particulars in the provincial register 
and to pay fees not exceeding those payable by a provincial company and had imposed 
upon it a daily penalty for not complying therewith it could, their Lordships think, be 
supported as legislative machinery for obtaining information and levying a tax.” 





* Mr. Wegenast, K.C., who represented the companies in their cases before 
the Privy Council, has recently been called into conference with the government of 
Saskatchewan, and in an interview with the Monetary Times (p. 4) for July 21, 
1922, he says: 

“T advised that the amending legislation left the statute still invalid and the 
companies should not be called upon to pay the fees. In the meantime several 
Companies, acting I believe on the advice of the Canadian Manufacturers Associa- 
tion had paid the fees (registration) demanded. .. . . I placed before the members 
of the Government the views which I have previously held out for, namely, that 
under the decision of the Great West Saddlery Case the provincial government 
could not impose a registration fee which was in effect a cor poration fee and when it came 
to taxation, the tax should not be levied on the authorized capital of the company, or 
even paid-up capital, without regard to the amount employed in the province.” 
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tion, to impose a fee for registration equivalent in amount to a 
fee for incorporation, and exact the same from all companies, 
provincial, federal, and foreign, without distinction ?*? Or should 
federal companies have their corporate status recognized and 
be entirely exempt from any tax that is the equivalent of a 
provincial tax upon incorporation? Apart from the legal aspect, 
would it not be a bigger and wiser policy to subject these corpora- 
tions to such taxation only as is paid by all taxpayers, whether 
measured by net income, business transacted, or capital employed 
within a province ? 


TAXATION OF OTHER COMPANIES 

During recent years, several provinces have extended their 
corporation acts in a manner to include all incorporated com- 
panies, with the exception of farming, ranching, mutual telephone, 
and a few others of similar character, carrying on business within 
legislative jurisdiction. We find in Quebec a higher tax rate 
imposed upon foreign than provincial companies, and for 
registration under a provincial company’s act a higher fee is 
sometimes exacted from a foreign than from a home company; 
but provincial companies are also assessed. Alberta taxes 
companies with an authorized capital of at least $20,000 on the 
basis of 40 cents for each $1,000 of authorized capital. The 
annual tax in Saskatchewan is from $10 up to a maximum of $500 
according to the amount of authorized capital, and in Nova 
Scotia about the same amount. Manitoba levied a net profits 
tax upon all industries for the year 1922, and there is a heavy 
and evidently well-administered income tax in British Columbia. 

It is clear that taxes based upon the amount of authorized 
capital are lacking in accuracy or equity. Perhaps, when the 


* This is the method followed by the western provinces. The clerk of the legis- 
lative council of Saskatchewan writes: 

“Tn this province we do not charge an incorporation fee to a home company, but 
it pays a registration fee of the same amount as a Dominion or foreign company. 
Is such taxation discrimination? We, by the form of our legislation, say that it is 
not. Mr. Wegenast, counsel for the Canadian Manufacturers Association, con- 
tends that it is. He says that our plan is mere subterfuge.” 

Undoubtedly, this method is adopted in order to secure from these companies 
a tax equivalent to an incorporation fee. It may be petty legislation and economi- 
cally unwise; but it is also unconstitutional ? 
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rate is very low, ease in administration may justify this method, 
but if the tax is considerable it should be levied in a manner to 
conform to ability to pay and, of course, should include partner- 
ships or individual enterprises which have such ability. The 
incorporation fee or registration tax is payment for the privileges 
of the corporate form of organization. These privileges must not 
be overvalued, since they can be obtained by any business estab- 
lishment on meeting the necessary conditions. The great privi- 
leges which the state confers upon industry are shared by all 
forms of business organization, although the corporate form 
generally exists where business is conducted on a large scale and 
taxpaying ability exists. A small annual tax may therefore be 
collected from corporations, without great injustice, whereas its 
extension to all classes of business might present administrative 
difficulties which would not be warranted by the gain. How- 
ever, the increased expenditures of provinces are demanding the 
imposition of provincial taxation of a substantial character, 
which must rest upon the property or incomes of citizens in 
proportion to their ability, and the organization of provincial 
tax departments capable of effective administration. Several 
provinces have already organized tax departments and are 
undertaking to co-ordinate provincial and municipal taxation; 
in these provinces, the provincial commission supervises munici- 
pal officers in the assessment of real property, and, where there 
is taxation of incomes, directly conducts its administration, 

In determining the rate of corporate taxation, regard must be 
had to existing federal and municipal taxation. Federal taxa- 
tion of corporations has greatly increased since 1914, and munici- 
palities impose property taxes and, in addition, in most cases, 
income or business taxes in some form. Both the federal and 
the municipal tax levy are much heavier per capita than the 
provincial one. The Manufacturers Association, at its last 
annual session, adopted a resolution calling for a conference 
between federal, provincial, and municipal authorities in order 
to secure greater co-ordination in taxation and to avoid conflicts 
in jurisdiction. Federal taxation, of course, is beyond provincial 
control, but a province does have full control over municipal 
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taxation, and it should so co-ordinate provincial and municipal 
taxation as to secure equity in assessment and efficiency in 
administration. 

There cannot be any complete separation of municipal from 
provincial sources of revenue. A partial segregation has obtained 
in the past and may be continued to an extent in the future: 
the province has always had the sole right to tax inheritances 
and it gets also certain fees for privileges that are its peculiar 
revenues. There are, perhaps, certain business enterprises 
of a province-wide character, with a going value much in excess 
of their combined local real property values, which may be 
taxed on such excess by the province. Such industries are 
often subject to provincial regulation and benefit, in a peculiar 
manner, from provincial expenditures. But no sharp line can 
be drawn between provincial, municipal, or even federal func- 
tions; the relief of the poor, the provisions for education, the 
care of the public health, the maintenance of roads are matters 
in which ali these governments are concerned and they need, 
for their proper discharge, the expert knowledge and financial 
support of the federal government and the intimate local knowl- 
edge and intense interest of the smaller administrations. 

Several of the classes of corporations already mentioned are 
also taxed by the federal government. Many of them operate 
under Dominion charters, and, in case of a complete segregation 
of revenues, much could be said for their allocation to the 
Dominion. Probably this would be favored by them as a sure 
means of securing uniformity of treatment and avoiding double 
taxation through conflict of jurisdiction. If the provinces had 
well-equipped tax departments, much might be said in favor of 
the federal government’s exchanging its income tax for the pro- 
vincial taxation of these corporations. But under present con- 
ditions, it would seem wise for the provinces to seek uniformity 
in imposing taxes upon gross earnings and for the federal govern- 
ment to continue its taxation of the net incomes of these estab- 
lishments. 

The co-ordination into one tax system of provincial and 
municipal taxation is the next step forward in provincial taxa- 























Name or TAXED 


Prince Epwarp 
IsLAND 


Nova Scotia 


New Brunswick 


QuEBEC 


ONTARIO 


MANITOBA 


SASKATCHEWAN 


ALBERTA 





British COLUMBIA 





.|t/10 of 1% of average volume 


of business 


Fixed tax of $2,000 on each 
*head office in the province, 
and from $250 to $1000 on 
other offices 


1/30 of 1% of average vol- 
ume of business 


1/t0 of 1% of paid-up capital 
and fixed tax of from $200 to 
$30 on offices 


1/5 of 1% of paid-up capital; 
1/to of 1% of reserve funds 
and an additional tax on 
offices from $3,000 to $100 
each 


Fixed tax of $2,400 on head 
office in province and from 
$300 to $100 for each branch 
office 


Tax of $1,200 for each head 
office in province and from 
$300 to $25 on each branch 
office 


Tax of $1,200 for each head 
office and $200 for other 
offices 


Tax of $3,000 for head office 
and $500 for other offices 





CorPORATION 
Banks.......-+- @ 
Insurance | companies 


and associations 


Tax of $300 on each life 
company, $200 on each fire 
company, and $50 on ac- 
cident or guarantee 


2% gross premiums of all 
forms of insurance. Com- 
panies are —, ryt 
Companies Act, agents li- 
censed ; 


14% of premiums of life com- 

pany and $100 license fee; 
2% of net premiums of in- 
sureds in unlicensed com- 
panies; 2% of gross premi- 
ums on all other kinds of 
insurance 


Each marine company $250; 

life companies, 12% gross 
premiums; all other com- 
panies 1% of premiums 


Life companies 13% of premi- 
ums; companies in all other 
forms of insurance 1% of 
premiums; surtax on com- 
panies of a country which 
discriminates against Ontario 
companies 


2% of gross premiums of all 
companies; 1/4 of 1% of 
income from loans in pro- 
vince in excess of $25,000, 
unless in government secur- 
ities 


From 1% to 2% of all premi- 
ums according to amount of 
premium income; tax 40 
cents on each $1,000 loaned 
in province as in Manitoba 


1% of gross premiums and 
1/4 of 1% of income from 
loans as in other provinces 


[These provinces have Insurance Departments. Companies pay annual registration fee frora $300 to$soeach. Brokers, agents, etc., 


2% of gross premiums 


are licensed] 











Land and loan com- 


$400 on each loan company 


1/4 of 1% of money invested 
in the province; in excess of 
$200,000 invested 1/8 of 1% 


Not over $250 each 


About 1/1o of 1% on capital 

of company with fixed tax 
from $100 to $25 on each 
office 


1/25 of 1% of capital and 
1/25 of 1% of money in- 
vested in province; tax on 
savings bank deposits also 


3/4 of 1% of gross income; 
land companies 40 cents for 
each $1,000 invested in prov- 
ince 

[Minimum tax of 


Same as in Manitoba 


$25 on each company in three 


_~ of 1% of gross income; 
and companies as in other 
prairie provinces 


prairie provinces] 


LA 


2% of gross revenue 





$400 for each company 


1% of gross annual income; 
when income exceeds $15,000 
tax of 1/4 of 1% of paid-up 
capital to $100,000 and then 
1/1o of 1%; minimum tax 

100 


Not over $250 each 


1/5 of 1% of paid-up capital; 
tax on offices from $50 to $20 
each 


1/4 of 1% of paid-up capital 
to $100,000; thereafter 1/10 
of 1%; 1% gross annual in- 
come in province 


2% of gross revenue with 
minimum tax of $100; 1% 
of gross earnings in province 
of money invested in trust 
for others 


1/2 of 1% of gross revenue 
from funds of company or 
from investments as agent 
or trustee and 14% of all 
other revenues 


1/2 of 1% of gross revenue 
from all investments 


2% of gross revenue 





Gas, light, heat, and 
power companies... . 





$roo for each gas and electric 
company 


1/10 of 1% of paid-up capital; 

1% of gross income when 
capital is over $30,000; 25 
cents for each gas and 
electric meter in use 


1/1o of 1% of capital; fixed 
tax on offices from $30 to $15 
each 


t/1o of 1% paid-up capital; 

1/2 of 1% net revenue 
earned in Ontario; not 
municipal corporations 


From $500 to $25 each ac- 
cording to population of 
place where located 


.|Gas company in city, $500 


each; 1/4 of a cent for each 
1,000 feet of gas supplied; 
tax of $1,000 on company 
supplying motive power in 
city of 15,000 or more 


2% of gross revenue 








Express companies... . 


$s500 on extra provincial com- 
panies 


$500 for each roo miles of 
railway over which company 
operates 


From $100 to $10 for each 
office according to popula- 
tion of place where located 


Extraprovincial companies, 
5/10 of 1% gross earnings 
but not over $800; from $50 
to $20 for each office ac- 
cording to location 


$800 for each roo miles of 
railway over which company 
operates 


From $750 to $45 on each 
office according to popula- 
tion of location 


$150 for each city, $50 for 
each town where a company 
does business; $10 for other 
offices 





From $250 to $45 for each 
city or town where a com- 
pany does business 


2% of gross revenue 








Telegraph companies. 


$800 for each company 


1/4 of x % of value of property 
in province; minimum tax 
$100 on each company 


1% of cash receipts of each 
office 


$1,000 on each company 


1/5 of 1% of investment in 
province in line or plant 


Not over 2% gross earnings 


1% gross earnings but not 
over $2,000 for any com- 
pany 


1% gross revenue from all 
sources in the province 


o7 


2% of gross revenue 





Telephone companies. 


$150 for each company 


1/10 of 1% of paid-up capital; 

25 cents on each — 
rented; 5 cents on each long 
distance message; 1% of 
gross income of companies 
with capital of at least 
$30,000 


25 cents on each telephone 
under rental and 14% gross 
earnings in the province 


1/10 of 1% amount of paid- 
up capital 


1/2 of 1% of paid-up capital; 
minimum tax $50 


Not more than 2% of gross 
revenue 


50 cents on each telephone 
rented in cities of 10,000 or 
more population; elsewhere 
25 cents 


2% of gross revenué 





Railways 


.|From $50 to $15 per mile ac- 


— to length and nature 
of roa 


$100 per mile if road has 
gross earnings per mile of at 
least $15,000 


From $30 to $10 per mile ac- 
cording to nature of road 


From $60 to $20 per mile ac- 
cording to nature and loca- 
tion of road 


2% of gross earnings 


1% of gross earnings of roads 
in operation for five years or 
over 


1% of value of road on basis 
of $20,000 per mile 


1% of right of way on $10,000 

per mile valuation; 2% of 
personal property and in- 
come 





Street railways 


1% of gross income on com- 
any with capital of at least 
30,000 


From $50 to $100 per mile 


$100 per mile double, $50 per 
mile single track in operation 


From $20 to $60 per mile and 
1% of net earnings 


From $20 to $60 per mile as}. . 


in Ontario 


From $10 to $20 per mile ac- 
cording to length 


2% of gross revenue 





Navigation companies. 


From $150 for provincial 
companies to $200 for extra- 
provincial companies 


1/10 of 1% paid-up capital; 
from $50 to $20 for each 
office 





Car companies 


.|t/3 of 1% of capital invested 


in parlor or sleeping cars 
operating in the provinces; 
from $50 to $20 for each 
office 


On car companies other than 
railway companies, 1% of 
money invested in parlor, 
oil, coal, or fruit cars on 
railways in Ontario 





Transfer tax on sale of 


.|2 cents on each $100 par value 


or fraction thereof payable 
by transferort 


3. cents on each $100 par value 
but not on first delivery of 
such shares by corporation 





Domestic or provincial 
companies 





Ordinary property and in- 
come when not special taxes 


Companies Act from $5 to 
$100 per company; tax of 
1/20 of 1% of paid-up capi- 
tal in company when capital 
is not less than $30,000 


Annual registration fee under}. . 


.|t/10 of 1% of paid-up capital; 


offices $30 to $15 each 


Registration fees under In- 
surance, | Trust, Loan, or 
Companies Act 


Registration fee under Acts 
as in Ontario; 2% of net in- 
come tax in 1921-22 





Registration fee from $5 to 
$10 and tax on capital from 
$10 to $500 





Registration fee and 40 cents 

on each $1,000 authorized 
capital with maximum tex 
$500 





Registration fees and pro- 
vincial income and property 
taxes 








Foreign companies. . . . 


Taxes on special industries, 
property and income taxes 


Foreign companies pay higher 
registration fees than pro- 
vincial or Dominion com- 


Extraprovincial companies 
$100 per year when capital 
is not over $100,000; other- 


1/2 of 1% gross earnings in 
province; $50 to $20 on| 
each office 











panies 


wise $200 tax 





Higher registration fees. Foreign companies pay initial registration fee equivalent to incorporation fee of a provincial company. Acts did 
apply to Dominion companies till declared invalid. Otherwise are taxed as domestic concerns 





Taxes on incorporation 





up to $100,000 and a lower rate of tax thereafter. 


Saskz* 


Taxes are imposed on incorporation of companies wh*ih-r by letters sctent or by act of legislature. 


«ies no charge for incorporation but imposes an initial registration tax as an equivalent with a view to taxing Dominion companies in a manner that is not discriminatory 


Fees are much the same in the different provinces. Fee is about $49 for a capital of $10,000 with an increased tax of about $5 for each additional $5,000 of capital 





* Head office means the main office of a bank in a province. 


t But not on .irst delivery of such shares by corporation. 
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tion. The provinces must deal both justly and firmly with their 
subordinate municipalities. It is unfair to a municipality to 
impose heavy provincial taxes upon corporations of a local 
nature or to reserve industries of heavy tax-paying ability for 
purely provincial taxation. These industries often have valuable 
real property, in local areas, which receives the full benefits of 
municipal government and should pay its portion of the tax 
burden. Yet certain corporations have often an intangible 
value, shown in earning capacity, not due to local conditions, 
which may be taxed by the province and, if so, should be ex- 
empted from local taxation. Although the municipality should 
receive the ordinary tax upon real estate, yet this form of prop- 
erty may exist in such a complex form as to be more equitably 
assessed by a provincial commission than by the local assessors. 
The provinces should see to it that corporations are not imposed 
upon by special taxes of different municipalities or subjected to 
excessive local taxation. We have about reached the position 
where the provinces are prepared to organize tax commissions 
to assess directly large corporations which must be treated as 
going concerns in order to be properly assessed, to regulate the 
assessment of real property in order to attain full valuations and 
equality of assessments, and to administer income taxation. 
The provinces should co-operate with each other to secure 
uniformity in the treatment of Dominion-wide corporations and 
to avoid overlapping of jurisdictions and double taxation. Per- 
haps there is some justice in imposing special taxes upon certain 
industries, but the time has come when the provinces of Canada 
must secure greater revenues by the taxation of the property 
and incomes of all citizens on the basis of their ability to pay. 
W. C. KEIRSTEAD 
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THE INTERNATIONAL ASPECTS OF 
PATENT LEGISLATION’ 


Two distinct tendencies challenge one’s attention when one 
attempts to make a study of the international aspects of patent 
legislation. In the first place, patent laws are used as a means 
of protecting home industry and of discriminating against the 
nationals of other countries. They define the exact status of 
foreigners; they frequently place special limitations on what a 
foreign patent-holder may or may not do; and they often embody 
provisions that are expected to result in the fostering of home 
industry in its competition with foreign producers. To the 
extent that they succeed in these purposes, they are clearly 
matters of international concern. In the second place, a gradual 
tendency toward a unification of patent laws, toward a general- 
ization of concessions, toward the establishment of an inter- 
national patent code, is to be noted. It can be seen that these 
tendencies operate in diametrically opposite directions; each, 
however, is important in its bearing on the matters that concern 
us here, and each must be kept in mind while the other is being 
given intensive study. 

While the second tendency is probably more in accord with 
the modern trend of economic development, is more in harmony 
with the workings of an industrial and commercial society that 
has become world-wide in its scope and ramifications, the efforts 
toward a unification of the patent laws as yet have yielded only 
a limited amount of achievement. In one sense, this second 
tendency is a result of the first; for as all the various protec- 
tionist and discriminatory features have become more complex, 
the difficulties and inconvenience that they have occasioned 
have become progressively greater, and the result has been the 
focusing of attention upon the obvious advantages that would 

* The writer acknowledges his indebtedness to Professor Jacob Viner for 
invaluable suggestions and criticism during the preparation of this paper. 
go 
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accrue from some form of international unity in the treatment 
of patents. 

Sometimes, also, one finds that the international aspects are 
almost inextricably interwoven with the domestic. While the 
purpose of the defeated Oldfield bill of 1912 and of the present 
Stanley bill has been primarily to protect American industries 
against foreign competition, the opposition that has developed 
in each of these instances has been not a foreign but a domestic 
opposition. The practice of some American manufacturers of 
buying up patents without any intent of utilizing them, but 
merely to prevent competition—sometimes competition through 
which the public might benefit greatly—has been responsible 
to a large extent for the absence of compulsory working and 
licensing provisions in the patent law of the United States. 
Alleged suppression of patents by the A.B. Dick Co., the Indiana 
Manufacturing Co., the Western Electric Co., and the Inter- 
national Harvester Co., cited later in the paper, are cases in 
point. They go to show that provisions in patent legislation— 
and especially those which legalize suppression—which are 
motivated by the narrowest of domestic motives may, neverthe- 
less, operate to foster international liberalism in patent matters. 

It is difficult to discover which of these two tendencies in 
international control—the movement toward a generously inter- 
national patent code and the adherence to strictly national 
control of patent relations—is today of greater importance. 
Looking at the matter from the perspective engendered by the 
war, one probably would say that the tendency toward strictly 
national autonomy and control in patent legislation is likely to 
be more dominant in the next decade. The experiences of the 
war are tending to make the nations modify their patent laws 
in order that the legislation may contribute to “national 
defense’; the British law of 1919 and the American Stanley 
bill, calling for compulsory working of patents under penalty 
of the patentee’s being forced to grant compulsory licenses, are 
recent manifestations. On the other hand, the various pre-war 
international agreements, except in so far as they have been 
nullified or emasculated by the Treaty of Versailles, have been 
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quite generally revived. Only by a study of both tendencies 
can one understand the relative importance of the conflicting 
factors entering into the present situation. 


I 


Practically all the commercially important nations have in 
their patent laws provisions that have a distinct bearing on 
international commercial relations. Among these provisions are 
to be included the working clause, the various compulsory licens- 
ing requirements, the importation provisions, the priority rights, 
the differences in duration of patent grants, and the residence 
requirements. These are based, of course, upon general pro- 
visions governing the rights of foreigners, which provisions, in 
one sense, constitute an introduction to the more specific clauses 
of international significance. 

Although the principle, that the granting of patent privileges 
by one nation to the citizens or subjects of another is a matter 
of expediency and agreement rather than of legal or moral com- 
pulsion, is basic in the patent codes, the nations have found it 
expedient, as a general rule, to grant to foreigners certain privileges 
approximating the privileges they grant to their own nationals; 
subject, always, to such limitations and regulations as may be 
deemed necessary to protect home inventors and industries. 
Thus the American patent law says that “an applicant need 
not be a citizen of the United States nor a resident thereof.’ 
There is the limitation, however, that foreigners cannot obtain 
patents on articles patented abroad more than two years before 
the application is made in this country.2 Under the laws of 
Japan, Germany, and the old Austro-Hungarian Empire, for- 
eigners are entitled to “national” treatment provided they have a 
representative living within the country. Foreigners can take out 
patents in Belgium and can enjoy privileges approximating those 
granted to subjects of the king of the Belgians, but they have the 
right to import into Belgium articles already patented in that 

? Revised Statutes 4898. 2 Ibid., 4886. 


3 Analysis made from official compilation of basic patent laws, edited by Law- 
rence Langner and William W. White. Government Printing Office, 1919. 
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country only if they obtain a patent of importation from the 
Belgian government. Similar laws are found in France, in 
Canada, and in Great Britain. Under the laws of the first- 
named nation, foreigners may obtain patents of invention in 
France, but in case the article already has been patented abroad 
the duration of the patent must not exceed that of patents pre- 
viously obtained abroad.? A foreigner may obtain a patent in 
Canada within one year after the issue of the foreign patent, but 
he must work it within the Dominion.’ Under the British law 
of 1919, foreigners are allowed to obtain patents, but there are 
limitations on such practices as might be detrimental to British 
industry. If the patent has not been worked on a commercial 
scale within four years after the date of granting, the Comptroller 
is authorized to issue compulsory licenses that will insure its 
being worked in Great Britain, provided he “secures to the 
patentee the maximum advantage consistent with the invention’s 
being worked by the licensee at a reasonable profit.’’ 

These general provisions concerning the rights of foreigners 
suggest some of the more specific ones. Perhaps the working 
clause—a requirement that the monopoly grant be worked within 
a specified number of years—is of first importance. The penalty 
for non-working varies among the different nations, and the 
length of the period within which working must be commenced 
varies; but the demand that the patent be worked on a “‘com- 
mercial scale”’ is the essence of the provision. ‘‘On a commercial 
scale” is generally taken to mean the manufacture of the article 
or carrying on of the process described and claimed in the specifica- 
tion in and by means of a definite and substantial organization 
or establishment, and on a scale reasonable and adequate under 
all circumstances.s 

The working clause has a distinctly international significance 
inasmuch as it prohibits the practice to which manufacturers 
sometimes resort of obtaining patents in foreign countries for 
their new processes, and refraining from working them except in 
* Ibid. 2 Ibid. 3 Ibid. 

4 New York Times, issue of April 11, 1920. 
5 This is the definition given in the British law of 1919, Section 19. 
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their home countries, thereby giving their own nation a monopoly 
of the new process. The United States has been the only one 
of the more important countries whose laws in the past have not 
provided for compulsory working, and it has been argued that 
this policy has resulted in encouragement to foreigners who have 
taken out patents in this country merely for the purpose of reserv- 
ing the United States as a market. The possibilities in this 
respect are indicated by the fact that, between 1910 and 1915, 
21,073 patents were granted to citizens of foreign countries by 
the United States, this number constituting 11.43 per cent of the 
total number of patents granted." 

Three other countries whose laws are almost as lax as are 
those of the United States in this respect are Chile, Sweden, and 
Mexico. On the other hand, the laws of Great Britain, Germany, 
Austria, France, Russia, Norway, Italy, France, Belgium, 
Japan, and Canada include the working clause.? It is obvious 
that the working clause is in its operation a decidedly protec- 
tionist measure. It fosters the growth of industries by insisting 
on an adequate working on a commercial scale, and it prevents 
the nationals of one country from taking out or buying patents 
in another country, with the intent of suppresing them in order 
to establish a monopoly for the products of their home plants. 
As a protectionist device, it is no more a purely domestic matter 
than is the protective customs tariff. 

Frequently the penalty for non-working of a patent is the 
enforced granting of a license to work the patent to some other 
person or persons; in one sense, the compulsory license and the 
compulsory working provisions are closely related to each other. 
In so far as the compulsory license is intended to encourage the 
development of home industries and to prevent the patent 
monopoly from being used to secure a monopolized market, its 
international aspects are not fundamentally different from those 
of the compulsory working clause. The fact that compulsory 
licensing is often a better penalty for non-working than is com- 


* Annual reports of the Commissioner of Patents to Congress. 
2 Analysis made from Langner and White and from Greeley, Patent Laws and 
Conventions. 
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plete revocation is evidenced by the provisions of the British Act 
of 1919, which substituted for the revocation provision of the 
1907 legislation—always a cumbersome provision, and especially 
so after a court had placed the burden of proof on the petitioner 
for revocation—an elaborate system of compulsory licensing. 
In addition to Great Britain, the principal nations having the 
compulsory license provisions are Germany (except that com- 
plete revocation is provided in case the patentee manufactures 
mainly or exclusively abroad), Austria, Japan, Mexico, and 
Norway. Belgium and France provide for complete revoca- 
tion in case of non-working, while the Canadian provision 
that the government can take over the patent when the public 
interest demands is akin to the compulsory license provision; 
the public interest may demand the working of the patent. 

It should be noted that both the compulsory license and the 
compulsory working provisions have a domestic as well as an 
international aspect. The measures may be, and frequently 
are, directed against the nationals of another country in order to 
foster home industry; but they also may be intended to prevent 
certain home manufacturers from buying and suppressing patents 
that competitors might advantageously use. Alleged abuses of 
this nature on the part of the International Harvester and 
Western Electric concerns led to the introduction of the Oldfield 
bill in 1912. The bill failed to pass, but the serious considera- 
tion accorded it is evidence of the desire to protect the home 
consumer from losses that would come through selfish suppression 
of patents by manufacturers." A more recent instance is found 
in the case of the A. B. Dick Co., an investigation of which was 
made at the behest of the patent office? It was found that in 
1916 the Dick firm controlled 128 patents relating to only a few 
subjects. Of these, sixty-seven were originally issued to A. B. 
Dick; the remainder had been acquired from other parties. 
Most of the patents were of such a nature that they could not 
be used conjointly; for instance, the investigation showed that 


1 Yale Law Review, XXV, 396. 


?F. L. Vaughn, “Suppression and Non-working of Patents,” American 
Economic Review, IX, 693. 
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the Dick concern held twenty-eight patents relating to stencil 
sheets, while not more than three or four could be used conjointly. 
Another instance of the same practice is found in the case of 
the Indiana Manufacturing Co., which, according to the findings 
of a circuit court in 1906, had acquired more than 100 patents 
relating to straw stackers which could not be used conjointly; 
the majority of them had been suppressed." This policy of 
patent suppression throws an interesting and illuminating side- 
light on some of the opposition to the pending Stanley bill that 
developed in Washington during the last summer. 

The fight against the Stanley bill (S. 3410) is interesting in 
view of the strange inconsistency between the general protection- 
ist policy of the United States and the unintentional international 
liberalism to which this nation has adhered in the matter of 
granting patents to foreigners. The Stanley measure aims at a 
departure from the traditional patent policy and a return to the 
traditional commercial policy of the United States in that there 
is provided a system of compulsory licensing as a penalty for 
non-working “‘within a reasonable time from the date of the 
patent’s issue.” The British legislation of 1919 is followed in 
that the licensee is required to pay to the patentee, his heirs 
or assigns, a reasonable compensation. The last Congress 
adjourned for the fall elections without calling the bill out of the 
committee. The bill has the backing of that faction of the 
administration, represented by Secretary Weeks, which has 
shown special interest in the adoption of industrial measures 
of a ‘‘national defense”’ character. 

One might profess to see in the opposition to the Stanley bill 
a considerable sentiment in favor of the commercial liberalism 
that manifests itself in a policy of generalizing concessions; yet 
a scrutiny of the personnel of the opposition hardly justifies such 
a conclusion.2 The same firms that carried on a propaganda 
against the bill during the months of July and August, 1922, are 


* Indiana Manufacturing Co. v. J. I. Case Threshing Machine Co., 148 Fed. 21. 


2 A summary of the testimony in opposition to the bill, as given to the Senate 
Committee, has been published by the American Patent Law Association, 614 
Washington Loan and Trust Co., Washington, D.C. 
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those whose lobbying activities long have been directed toward 
the maintenance of a protective customs duty policy. The 
opposition is, rather, indicative of the anomalous situation that 
is created by a patent code that cannot, at one and the same time, 
provide protection against foreign competition and legalize the 
policy of suppression by home manufacturers. 

Does it follow, however, that there must always be this 
fundamental antagonism between protectionism and the practice 
of suppression? Supposing a law were enacted whereby com- 
pulsory working or licensing were required only of (a) patents 
taken out by foreigners, and (b) patents taken out by Americans 
and worked in foreign countries. By such a measure protection 
through compulsory licensing could be attained, and at the same 
time suppression by home manufacturers would not be precluded. 
But a discussion of a happy reconciliation between the interests 
of the protectionist and those of the home manufacturer who 
wishes to suppress patents (often one and the same person) takes 
us out of the realm of the actual working of existing patent 
legislation; it is, as Kipling would say, another story. 

Residence requirements of the various nations, another phase 
of patent legislation having an international aspect, differ in that 
some laws require the physical residence of the holder of the 
patent while others permit the owner to have a resident agent." 
In the former case, the residence requirement has a distinctly 
international aspect, for the foreigner will be reluctant to change 
his place of residence, and hence he will be discouraged from 
taking out patents in the country having the provision. The 
requirement of a resident agent, the compliance with which is not 
difficult, is largely for purposes of registration and record, and 
it has no distinctly international aspect. It is interesting to 
note that the nations of Middle Europe have used the residence 
clause, while the nations of Western Europe and America have 
not. Under the laws of the United States, Belgium, Canada, 
France, Great Britain, Italy, and Russia, patents are granted to 
foreigners without the requirement of residence or agent, so 
long as the holder complies with the working clause, non- 
t Analysis made from Langner and White. 
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importation provisions, and other requirements. On the other 
hand, Section 12 of the German law provides: ‘‘ Any person not 
residing within the realm may claim a grant of patent and the 
rights resulting therefrom only if he have a representative within 
the realm.” The Austrian and Hungarian laws contained similar 
provisions. 

Importation prohibitions of the various laws constitute 
another factor affecting international patent relations. These 
clauses make illegal the importation by the patentee of articles 
manufactured in another country and embodying the patented 
invention. Under the French law a patentee who has intro- 
duced into France articles manufactured abroad and similar 
to those which are protected by his patent may be deprived of 
his rights. Canada, Tunis, Peru, and Turkey have similar laws. 
The Belgian law is unique in that it provides that there cannot 
be importation unless a “patent of importation” is obtained 
from the Belgian government. In all of these countries, the 
penalty is revocation of the patent right. Switzerland has a 
similar law, except that compulsory licensing is provided as a 
penalty. The United States, in conformity with its established 
policy of non-interference, has never had an importation restric- 
tion. Under the British law of 1919, importation is not pro- 
hibited so long as the patentee continues to manufacture in 
sufficient quantities to constitute working on a “commercial 
scale”; if he does not, the compulsory license takes care of his 
case. The same method of procedure has been followed by the 
Central Powers. 

When applied to the patent-holders themselves importation 
prohibitions are clearly protectionist in character. The obvious 
intent is to encourage home manufactures by a prohibition of 
products from abroad embodying the same process; the philos- 
ophy of such importation provisions is the philosophy of the 
protective tariff. But importation prohibitions applied to other 
persons than the patent-holders merely protect the patent- 
holders in the enjoyment of their patent rights. 

The granting of the right of priority to foreigners has been a 
matter of international concern. Perhaps the best evidence that 
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the priority-rights policy of the various nations is not, and cannot 
be, a purely domestic matter is found in the provisions of the 
various international patent unions which require that there be 
accorded to the nationals of one member-state seeking patents 
in another the same priority period that the latter state accords 
to its own citizens or subjects. The considerable difficulties 
under which an inventor finds himself when he endeavors to make 
entry of his application for a patent in each of several countries 
immediately upon his discovery of the new process or device make 
the priority provisions a factor in the protection of home industry, 
and consequently operate as a discrimination against inventors 
and investors from other countries. The general experience of 
the nations, however, seems to have led them to believe that 
there are other and better ways of attaining this protection than 
via the roundabout and cumbersome priority-rights route, and 
the result has been the various reciprocal agreements discussed 
in the next section of the paper. 

"Priority rules of the nations, so far as they are not limited 
or conditioned by the various international agreements, differ. 
In the United States the right of priority is given to the first 
applicant only if he swears that he believes himself to be the first 
inventor, but his nationality is not taken into account. Under 
the Austrian law, the first applicant is regarded as the author 
of the invention until the contrary is proved. In Belgium the 
patent is issued to the first applicant without previous examina- 
tion “at his risk and peril.” The Canadian law provides that 
the inventor must make oath or affirmation that he verily believes 
he is the inventor of the invention, and that the several allega- 
tions contained in the petition are respectively true and correct. 
The French priority provision is similar to that of Belgium; 
patents applied for in due form are granted without previous 
examination at the risk and peril of the applicant. Under the 
German law the person “who first applies for a patent in accord- 
ance with this law is entitled to the grant of the patent.” The 
British law presumes the first applicant to be the first inventor. 

The same difficulties that an inventor finds himself under in 
applying for patents in several countries having different priority- 
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right provisions can be noted in cases where the duration of patent 
grants differs. When the duration of a patent is longer in Coun- 
try A than in Countries B and C, the national of A, when he 
takes out a patent in B or C, is deprived of some of the privi- 
lege granted him by his own government, and to this extent there 
is an element of discrimination. It should be noted, however, 
that nothing in the differences in duration of patent grants 
necessarily conflicts with a country’s granting to foreigners the 
same privileges that it grants to its own nationals. In the 
United States the patent term is three years and six months, 
or seven years, or fourteen years, as the applicant may elect.’ 
The British term is fourteen years, the German fifteen years, the 
Italian not less than one year and not more than fifteen, the 
Belgian twenty years, the French five, ten, and fifteen years, and 
the Austrian fifteen years.? But in all these instances the dura- 
tion is the same, irrespective of the nationality of the patentee. 

The legislation of the war period is interesting chiefly because 
it marked a radical departure from a precedent that has been 
generally established by the various nations and especially by 
the United States: That private property of an enemy subject 
is not to be confiscated—and a patent, like lands or houses or 
mercantile goods, is private property. The Supreme Court of 
the United States has held a number of times that this principle 
represents the more enlightened view, and the doctrine was 
clearly set forth in property-case decisions following the War of 
1812 and the Civil War. During the world-war, however, 
patents of individuals were confiscated along with the other 
private property, every belligerent power passing laws that 
legalized the seizure of patents. 

In the United States a “trading with the enemy” act, passed 
October 6, 1917, and amended May 28, 1918, gave the alien- 
property custodian power to sell private enemy property to 
American citizens, and Mitchell Palmer was not reluctant to 


* Revised Statutes 4931. 
? Analysis made from compilation of patent laws by Langner and White. 


3 Brown v. U.S., 12 Cranch 123, C. J. Marshall; U.S. v. Klein, 13 Wallace’s 
Reports 127. 
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use this power. It was in this manner that a large number of 
patents on dye processes, owned by German citizens, came into 
possession of that quasi-trustee corporation, the Chemical Founda- 
tion. In Great Britain the Board of Trade was authorized, by 
the act of August 7, 1914, to “‘order the avoidance or suspension, 
in whole or in part, of any patent or license granted to a subject 
of any state at war with His Majesty.” The Canadian act of 
October 2, 1914, was virtually a replica of the mother-country 
law. The French law (May 15, 1915) gave the government 
authority to grant to its own citizens the right to work patents 
formerly owned by subjects of the German Emperor. In Ger- 
many the Imperial Chancellor was given power by the act of 
May 7, 1915, to restrict or suppress patents, utility models, and 
trade-marks when the public interest demanded. Germany 
delayed deciding the question of turning over the enemy-owned 
patents to private individuals till after the war; and then, of 
course, the question was decided for her by the powers which 
dictated the Treaty of Versailles. Austrian war legislation fol- 
lowed the German in every essential matter. 

Although the allied nations have manifested, during the 
last twelve months, an inclination to revert to the old principle 
of respecting the property rights of individuals owing allegiance 
to the enemy, the United States has been one of the most reluc- 
tant of the nations to make redress for the violation of inter- 
national law during the war period. England already has taken 
steps to return the seized property to the private owners, and 
there are indications that even France will follow the same policy. 
The present policy of the administration seems to indicate that 
this government will make a tardy redress for the war-time loot- 
ing by demanding back the patents sold to American interests 
in order that they may be returned to the former owners. An 
investigation of the Chemical Foundation and of the activities 
of its president, Francis P. Garvin, was ordered by the Presi- 
dent on July 1, 1922, in spite of Mr. Garvin’s “‘patriotic protest” 
against the return of German patents and in spite of the pressure 
which Secretary Weeks is alleged to have brought upon the 
executive. 
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The explanation of the attitude of the Harding administra- 
tion on the return of patents cannot be found in any one conclu- 
sion or series of facts. Partly, undoubtedly, it is due to the 
general sentiment for a making of amends, so far as is possible, 
for the violation of international law, and to the realization that 
while confiscation of private property sets a bad precedent, a re- 
taining of this property would set an even worse precedent. 
Partly, perhaps, the explanation lies in the general antagonism of 
the present administration toward the war legislation of the pre- 
vious régime; partly, perhaps, it is explained by the current gos- 
sip in Washington to the effect that Senator Freylinghuysen is 
more influential in inner circles than is Secretary Weeks. 

There can be little doubt but that the present disposition of 
the nations to restore the private property held by German 
subjects in patents is a hopeful indication. The long series of 
precedents on the inviolability of private property peacefully 
employed on enemy soil could not be disregarded without involv- 
ing incalculable future danger. In the case of the United States 
there is involved, also, the matter of the violation of the 
American-Prussian treaty of 1828. A lawyer’s argument can 
be made for the treaty violation: Nothing was said in 1828 about 
patents because the assimilation of patents to other property 
was not at that time complete; Prussia had become part of the 
German Empire between 1828 and 1917, and it was the German 
Empire, not merely Prussia, with which we were at war; Ger- 
many violated another stipulation of the treaty when she did 
not respect the immunity of American property at sea. But 
all of these arguments are in terms of technicalities rather than 
in terms of broad social policy and desirable precedent. Patents 
were not specifically included in the private property mentioned 
in the treaty of 1828, but they have since been assimilated to 
other private property, and an interpretation in terms of the 
spirit of the treaty would have demanded a recognition of the 
inviolability of this form of private property. Prussia was an 
integral part of the German Empire with which we were at war; 
an interpretation in terms of spirit rather than of letter would 
have demanded that the treaty of 1828 be respected. As to the 
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plea that the Germans already had violated one of the stipulations 
of the treaty when they disregarded the immunity of American 
property at sea—well, two wrongs never make one right. 

These war measures completely changed the international 
aspects of patent legislation during the period of the war; but, 
except for the bad precedents that have been established, they 
are measures that pertain merely to patent relations during five 
abnormal years. The general provisions regarding the rights 
of foreigners—working clauses, licensing requirements, priority 
grants, importation prohibitions, varying duration of the monop- 
oly rights—are again in force. These provisions show one 
tendency in international control: the tendency of nations to 
regulate their patent relations with other nations in accordance 
with their special needs and interests. But this account of the 
international aspects of the various domestic laws is not the 
entire story of international patent control; there remains the 
matter of the attempts that have been made to secure interna- 
tional unity in patent control. This second tendency is equally 
important. 


II 


Business men and statesmen have been long aware of the 
obvious advantages of an international system of patents. They 
have pointed to the international bureau for trade-mark registra- 
tion at Berne, a result of the convention of 1883 and of the sub- 
sequent meetings at Madrid, Brussels, and Washington, and have 
asked whether some similar system cannot be evolved for the 
treatment of patents. World-unity of patent treatment would 
involve infinitely greater difficulty than does world-treatment 
of trade-marks—the questions of law and jurisprudence are more 
complex; the organization of scientific, technical, and adminis- 
trative officials to supervise such a system would have to be 
more elaborate—but the obvious advantages of such a system 
have been responsible for determined efforts in that direction. 

The first proposal for an international bureau of patents was 
made at the Vienna Exposition in 1873. There was no immediate 
response, but ten years later the first actual attempt to secure 
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something approaching international treatment was made when 
the Paris convention resulted in the formation of a Union for 
the Protection of Industrial Property. The governments whose 
representatives signed the treaty were those of Belgium, Brazil, 
Spain, France, Guatemala, Italy, the Netherlands, Portugal, 
Salvador, Servia, and Switzerland." 

The essence of the agreement was a pledge of “national 
treatment,”’ i.e., of a mutual elimination of discrimination toward 
the nationals of one member-state holding or seeking patents in 
another, such persons being given the same protection as the 
foreign state accorded its own members and the same legal 
recourse against all infringements of their rights, under the 
reserve of complying with the formalities and conditions imposed 
by the domestic legislation on its own nationals. Subjects or 
citizens of states not parties to the covenant who were domiciled 
or who had industrial or commercial establishments in the terri- 
tory of one of the states of the Union were, by Article 3, assimi- 
lated to the subjects or citizens of the contracting states. 
Applicants for a patent in one of the states were, under the 
provisions of Article 4, given priority rights in the making of a 
similar application in the other states. The period of priority 
was fixed at six months for patents of invention, and at three 
months for designs and industrial models, as well as for trade 
and commercial marks, augmented by a month for countries 
beyond the seas. The Brussels convention of 1900 changed this 
period to “twelve months for patents of invention and four 
months for trade- or commercial marks,” and the same priority 
period was agreed upon at the Washington conference of 1911. 
Introduction by the patentee into countries in which the patent 
had been granted of articles manufactured in any of the other 
states cannot entail forfeiture of the patent, according to Article 
5 of the Paris convention. The patentee is, however, subject 
to the obligation of working his patent in accordance with the laws 
of the country into which he has introduced the patented articles. 

Finally, the Union for the Protection of Industrial Property 
was completed with the establishment of an international bureau 
* Supplement to the American Journal of International Law, IV, 143. 
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under the supervision of the Swiss Confederation. Contrary to 
the hope of many who watched the work of the convention, 
however, this bureau was commissioned merely to take care of 
trade-marks, it being provided that a member of any of the 
signatory nations could, after depositing a trade-mark with the 
authorities of his own country, demand registration at the inter- 
national bureau, and thus secure the same protection as if regis- 
tered in each country separately. This provision never has 
been applied to patents. 

These things the Congress of Paris accomplished. Perhaps 
it fell short of what it might have done in the advancement of 
international patent unity in that it did not make definite pro- 
vision for a system of international patent registration—but for 
that matter, none of the subsequent conferences has taken this 
forward step. 

The changes which have been made in the original covenant 
have been changes of detail and form rather than of substance. 
At a supplementary convention held in Madrid eight years later 
(1891), provision was made for the maintenance of the inter- 
national bureau at Berne, and there was drafted a more definite 
provision that members of one nation carrying on business in 
another should have the same protection against practices that 
might come under the heading of ‘unfair competition” that the 
other nation accorded to its own members. ‘‘All the contract- 
ing countries agree to assure the members of the union an effec- 
tive protection against unfair competition.’”* This clause 
included in its scope, of course, a much wider range of business 
activities than the matter of patent control. So far as it went, 
the guaranteeing of national protection to members of any 
signatory nation doing business in another was a forward step; 
but the inadequacy of the laws of some of the nations against 
unfair competition and the fact that each nation was the judge 
of what constituted “unfair competition’? made the change one 
of limited benefit. 

The Madrid treaty was signed by representatives of Belgium, 
Brazil, Spain, the United States, France, Tunis, Great Britain, 


’ Article 10 bis. 
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Guatemala, Italy, Norway, the Netherlands, Portugal, Sweden, 
and Switzerland—the nations included in the membership of the 
union after its eight years of existence. The work of the con- 
vention was concluded on April 15, 1891, and the treaty was 
ratified by the United States Senate on March 20, 1892. It was 
formally proclaimed in this country on June 22, 1892." 

An additional supplementary convention, concluded at 
Brussels on December 14, 1900, placed a three-year limit upon 
forfeiture for non-working upon all of the contracting nations,’ 
and amended the provision of the original covenant which 
established the status of nationals of states not parties to the’ 
covenant (Article 3) by the limiting of the assimilation of such 
persons to the nationals of the states subscribing to the covenant 
to those persons domiciled or having “‘bona fide” industrial or 
commercial establishments upon the territory of one of the states 
of the Union. The insertion of the “‘bona fide” qualification 
was, obviously enough, for the purpose of rectifying an abuse. 
that was becoming prevalent: that of setting up “dummy” 
establishments, and on the basis of these obtaining advantages 
that were intended to accrue only to bona fide establishments. 

The last pre-war conference of the union, held in Washington 
in 1911, was important chiefly as a renewal of the earlier agree- 
ments and because of the increased number of nations who by 
their participation became members of the union. Plenipoten- 
tiaries of Germany, Austria, Hungary, Belgium, Brazil, Cuba, 
Denmark, the Dominican Republic, Spain, the United States, 
France, Great Britain, Italy, Japan, Mexico, the Netherlands, 
Portugal, Servia, Sweden, Switzerland, and Tunis, twenty-two 
in all, signed the covenant on June 2, 1911.3 An authorization 
of the continuance of the union, an incorporation of the earlier 
provisions concerning national treatment for holders of patents 
in a foreign country and concerning the status of nationals of 
non-member states, a continuance of the liberalizing policy in 
regard to protection against unfair competition and infringements 

* Supplement to the American Journal of International Law, IV, 153. 

? Ibid., 155. 
3 Langner and White. 
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against patent rights, an insistence that every foreigner conform 
with the working provisions of the state in which he held his 
patent subject to the limitation that no state could allow him 
less than three years in which to commence working, a provision 
for successive conferences, a provision for the admission of other 
states on their request, and the establishment of a special service 
for industrial property and a central office for the communica- 
tion to the public of patents, working models, industrial models, 
trade-marks and designs, are the things that characterize the 
conference of 1911. It will be noted that mutual pledges in the 
original agreement were not in any way modified or fundamentally 
changed, and that most of the Washington revisions are of a 
procedural and elaborative character. 

But provision was not made for an international registration 
of patents at the international bureau; for a registration at Berne 
or some other city that would have given the patent the same 
force as if registered in each of the countries. The matter was 
discussed, and early in the deliberations the French delegate 
recommended an international registration system.t The con- 
ference contented itself, however, with the granting of periods of 
priority for filing patents in other countries and with the passing 
of a resolution in favor of a study of the various schemes looking 
to the simplification of the formalities involved in the requests 
for patents. The results of the study have yet to be heard. 

In 1910, one year before the last pre-war conference of the 
International Union for the Protection of Industrial Property, 
there was formed a Union of the American States for the Protec- 
tion of Patents of Invention, Designs, and Industrial Models. 
The congress was held in Buenos Ayres, concluding its work on 
August 20. The states subscribing to the covenant arrived at 
were the United States, Argentine, Brazil, Chile, Colombia, Costa 
Rica, Cuba, the Dominican Republic, Ecuador, Guatemala, 
Haiti, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, 
Salvador, Uruguay, and Venezeula.? Thus there was formed a 
patent union of the Americas paralleling, in many respects, the 
international union formed at Paris in 1883. 

* Review of Reviews, LVI, 656. ? Langner and White. 
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The same extension of “‘national treatment” that had con- 
stituted the essence of the Paris agreement was made basic in 
the Buenos Ayres covenant. Any person who might obtain a 
patent of invention in any of the signatory states was granted 
in each of the other states all the advantages which the laws of 
those states might concede, and was consequently declared to 
have the right of national protection and legal remedies against 
any infringement upon his rights, provided he complied with the 
laws of the foreign state.' The same right of priority that had 
been granted by the modified Paris agreement—twelve months 
for patents of invention and four months for designs and indus- 
trial models—was provided for in the covenant of the Americas.’ 
Each application filed for an invention was made independent of 
other applications; there was no provision for an international 
registration at one time and place. 

The congress set a common standard for all the American 
states in regard to what should be considered a new invention 
by a specific enumeration of the following: A new manner of 
manufacturing industrial products, a new machine or mechanical 
or manual apparatus which serves for the manufacture of said 
products, the discovery of a new industrial product, the applica- 
tion of known methods for the purpose of securing better results, 
and every new, original, and ornamental design or model for any 
article of manufacture.4 Lastly, the convention provided for 
an abrogation of existing patent treaties among the Americas; 
it marked a beginning anew in the matter of pan-American patent 
relations. “Treaties relating to patents of invention, designs, or 
industrial models, previously entered into between the countries 
subscribing to the present convention shall be superseded by the 
same from the time of its ratification in so far as the relations of 
the signatory states are concerned.” 

These international agreements are the best manifestations 
of the idea of generalizing concessions, of striving toward an 
international patent code, but in a less outstanding manner the 
reciprocal treaties of the nations are indicative of this same trend. 


* Article 2. 3 Article 4. 5 Article 11. 
? Article 3. 4 Article 6. 
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Perhaps the Bacon-Bernstorff treaty, entered into between the 
United States and Germany in 1908, is the most conspicuous 
example. In that year the United States had under considera- 
tion a compulsory working clause not substantially different from 
the later Oldfield and Stanley provisions. Such a measure would 
have resulted in considerable hardship to German owners of 
American patents, especially to the dye manufacturers who were 
fast building a world-monopoly. Hence Germany was exceed- 
ingly anxious to conclude a treaty with the United States whereby 
working a patent in one country would be equivalent to working 
it in the other. The United States finally entered into a treaty 
providing for this exchange of concessions.‘ Considerable 
adverse criticism was heard in the United States, especially from 
protectionists who wished to see a working clause adopted and 
who held that Germany’s control of the dyestuff industry had 
been immeasurably strengthened by the treaty. Regardless of 
whether the United States was hoodwinked, the treaty is indica- 
tive of the tendency prevalent at that time to generalize con- 
cessions. The fact that the United States intends to follow the 
same policy in the future is evidenced by the recent State Depart- 
ment announcement that under the terms of the peace treaty 
with Germany, the covenant of 1909 will be revived.’ 

The world-war interrupted the operation of these pre-war 
treaties and conventions, as it interrupted the operation of almost 
every international agreement. During the period of hostilities, 
however, plans were laid by the Allied and Associated Powers 
for a general scheme of patent unity after the conclusion of peace. 
At the Economic Conference of the Allied Nations, held in 
London in 1916, the recommendation was made that the Allies 
undertake to draw up measures for the assimilation of their laws 
of patents. The Armistice interrupted these plans, and what- 
ever progress had been made by the technical delegates assigned 


* Complete text of the Bacon-Bernstorff treaty can be found in the Supplement 
to the American Journal of International Law, III, 278. 

2 The announcement was published in the morning papers of May 8, 1922. 

3 Article III of Recommendations of Economic Conference of the Allied 
Governments. The entire recommendations are given in the Supplement to the 
American Journal of International Law, X, 227. 
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to work out this assimilation does not appear to have made itself 
articulate in the Treaty of Versailles. 

Under the terms of the peace treaty, provision is made for 
the revival of the treaty of 1883, as amended at Madrid, Brussels, 
and Washington,’ but subject to important limitations and 
restrictions. The Versailles agreement sanctions all acts done 
by virtue of the war measures of the various allied nations and 
“those measures in regard to the rights of German nationals in 
industrial, literary, or artistic property shall remain in force and 
shall continue to maintain their full effect.”? Provision is made 
for the imposition of limitations, conditions, or restrictions on 
patents acquired before, during, or subsequent to the war by 
German nationals in cases where such limitations are necessary 
for the national defense or in the public interest. The victorious 
allied powers are, of course, the judges of what “necessary for 
the national defense or in the public interest” is intended to 
mean. Provision is made for the revival of patents which had 
lapsed during the war because of failure to pay the annual tax,‘ 
for the settlement of claims arising from infringement of patents 
during the war,’ for the resumption of the old status of licenses 
granted before and during the war,’ and for a resumption of the 
bilateral treaties between the allied nations and Germany at the 
will of the former.’ 

The fact that the United States did not become a party to the 
Treaty of Versailles does not materially alter the resumption of 
the pre-war patent conventions and practices. The German- 
American peace treaty, ratified in the summer of 1921, stipulated 
that any commercial treaties in effect on the date of the declaration 
of war against Germany might be resumed within six months. 
The United States has already indicated its willingness to resume 
the treaty of 1909. There is nothing in the comparatively brief 
treaty concluded by this nation and Germany that in any way 
hinders the resumption of the normal operation of international 
patent treaties and conventions. 


t Article 286. 
2 Article 306, par. 2. 4 Article 307. 6 Article 310. 


3 Article 306, par. 5. 5 Article 309. 7 Article 289. 
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III 


The situation today is, therefore, except for the limitations 
of the Treaty of Versailles, virtually what it was in 1913. The 
Union for the Protection of Industrial Property is again operative 
except for the lack of patent sovereignty on the part of the Central 
Powers; the union of the Americas, built upon concessional and 
liberalizing policies, is still in existence. Whether the tendency 
in the future will be toward a unification of the patent laws, 
toward a world-patent code, or whether it will be in the opposite 
direction—toward more protection, more discrimination, less con- 
cession to foreigners—is problematical. Perhaps the next decade 
will witness the establishment of a real international patent 
bureau; perhaps the other tendency noted in this paper will 
prevail. One cannot reflect upon the dominant psychology of 
this period without admitting that there are some indications 
that the trend will be backward to protection and discrimina- 
tion. The very experiences of the war have tended to encourage 
patent practices based upon the philosophy of nationalism; 
there may be a revision of the patent laws of the various nations 
in accord with the Secretary Weeks idea of making them con- 
tribute not to international unity but to “national defense.” 

What is to be desired from the viewpoint of liberal inter- 
nationalism? Any attempt to answer this question takes one 
beyond a generalized statement of observed conditions, perhaps 
a little beyond the scope of an attempt at practical recommenda- 
tion. But a study both of the international aspects of domestic 
legislation and of the various international agreements cannot 
but suggest certain possible goals if the liberalizing tendencies 
that have been noted are allowed to work themselves out. Per- 
haps these goals can be summarized under two headings: (a) 
“national” treatment with respect to the grant of patent rights 
to foreigners, and (6) compulsory licensing where the product 
cannot be freely purchased either from the domestic producer 
or abroad. 

It has been pointed out that considerable headway has been 
made in the direction of national treatment toward foreigners 
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in regard to patent rights. There is virtually national treatment 
among the American states; there is, even with the limitations 
of the Treaty of Versailles, an approximation to national treat- 
ment among the members of the international union. In its 
essence national treatment is nothing more nor less than an 
elimination of all discrimination toward foreign patent-holders, 
a guaranteeing of the same privileges and the same protection to 
foreign patent-holders that is accorded to members of the state, 
and the offering of the same legal redress against any encroach- 
ments or infringements upon the patent right. And the argu- 
ment for national treatment, in the last analysis, resolves itself 
into the argument of greater productivity. With an elimination 
of discrimination by all nations, the inevitable tendency would 
be toward a taking out of patents where the article can most 
efficiently be produced; and the result would be a social saving. 

Discussion of the desirability of the compulsory license has 
been somewhat clouded by the anomalous conflict between pro- 
tectionism and the desire of many protectionist manufacturers 
to avoid any legislation that might prohibit the practice of patent 
suppression. The compulsory license seems to have its place, 
however, where the product cannot be freely purchased either 
from the domestic producer or abroad. Such a plan, of course, 
has scant appeal to the typical patent suppressor, nor is it one 
that is looked upon with favor by the orthodox protectionist. 
But the criterion upon which it is based is not particular advan- 
tage to certain individuals or groups, even though such advan- 
tages, like the advantages of the protective customs tariff, may 
be more concentrated, and such individuals and groups may be 
more articulate and better aware of their own interests than the 
mass of consumers; rather the criterion is that of increased and 
more efficient production through our letting the product be pro- 
duced where it can most effectively be produced, even though 
that place may be a foreign country, so far as this plan is com- 
patible with the providing of a reasonable supply for the con- 
sumer. 

The immediate instrumentalities through which these goals 
that are seemingly desirable from the viewpoint of liberal inter- 
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nationalism—a national treatment of foreign-patent rights and 
compulsory licensing when the product cannot be freely pur- 
chased either from the domestic or from the foreign producer— 
may be attained are, of course, the patent unions and the legisla- 
tive bodies of the various nations. And in both of these groups 
of instrumentalities there are to be noted the conflicting tenden- 
cies which inevitably challenge the attention of one making a 
study of international patent relations: the tendency toward 
national control and the tendency toward a generalization of 
concessions. Both of these tendencies will be operative in the 
near future; it will be interesting to note which of them emerges 
the victor. 
Royat E. MONTGOMERY 
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The siege and capture of LaRochelle in 1628 has been gener- 
ally considered only from the political and religious points of 
view. The aim of the present study is to deal with the economic 
elements which entered into this important episode. 

Fundamentally the overthrow of the Huguenots as a whole 
constituted a phase of the rise of absolutism in France. In 1624 
Richelieu had just attained the object of his ambition, which was 
nothing less than control of the destinies of the French nation. 
He then instituted a policy of political centralization in which 
the King was to be supreme. In his opinion, no individual or 
organization should share the royal authority. The Hugue- 
nots, by right of the Edict of Nantes, possessed certain semi- 
independent political privileges. Richelieu realized this fact, 
and as a result, his initial policy was to accomplish the political 
downfall of the so-called Reformers. ‘“‘The Huguenots,” he 
said, “shared the state with the Kingship’’;? they constituted a 
danger to the nation which might even prove fatal.? In order 
to accomplish his purpose their political ruin was indispensable. 

The English had a direct interest in the Huguenot situation 
in France. They naturally wanted to aid their brother Protes- 
tants, and back of this lay the old racial hatred engendered in 
the minds of both nations by past conflicts and especially by the 
Hundred Years’ War. The love of Buckingham for the Queen 
of France, and the troubles growing out of the marriage of 
Charles I to the Catholic Henrietta Maria, sister of Louis XIII, 
served only to intensify this antagonism. It was not only quite 
easy for Charles to claim that he was the protector of Louis’ 








* Cardinal and Duc de A. J. Richelieu, Testament politique, 2° partie, Londres, 
1770, Part I, pp. 1, 6-8. 


? Mercure frangois 26 vols., A Paris, 1612-48, XIV, 104. 





114 




















THE SIEGE OF LA ROCHELLE IIs 


armed Huguenot subjects,’ but it was a pleasure for the dis- 
appointed Buckingham to have in mind, at least, the recapture 
of Guienne and other provinces in France which belonged to the 
English.” 

But was there any other motive involved in the capture of 
La Rochelle? Did not the fall of this particular stronghold 
have its economic aspects? The economic phase of the situa- 
tion has been neglected to a large extent by students of the 
period, and therefore warrants further consideration. Of course 
it may be granted that the political and religious elements enter 
largely into the interpretation and the downfall of La Rochelle; 
but they do not explain it all; nor do they point out its true 
significance in the history of the seventeenth century, which 
from the economic point of view constitutes the “golden age” of 
France. Under the guiding hands of men like Henry IV, Sully, 
and Richelieu, a foundation was laid for a colonial, commercial, 
and industrial development, which, if carried out, would probably 
have changed her entire history. At least these three men under- 
stood the initial steps in the establishment of that which was later 
called the Mercantilism of Colbert. 

The Huguenots played a very important part in this economic 
development. To a large extent they constituted the middle 
class, and as the contemporary economist, Montchrétien, said, 
“were more and more inclined toward trading and industry.’ 
It was true that the Reform Party contained a number of feudal 
lords who hoped to benefit personally from support of the Hugue- 
not cause, and also included among its membership many timid 
souls of lower estate who could be easily bought. The really 


*G. M. Trevelyan, England under the Stuarts, New York, 1904, p. 137. 
? Duc de H. Rohan, Mémoires (Petitot Edition), Paris, 1822, XVIII, 44-45. 


3 Recent historical investigation has tended to place more emphasis upon the 
economic phase of the Huguenot question, i.e., see H. Hauser, “The French 
Reformation and the French People in the Sixteenth Century,” in the American 
Historical Review, IV, 217; and, J. W. Thompson, “ Some Economic Factors in the 
Revocation of the Edict of Nantes,” in the American Historical Review, XIV, 38. 


4G. Hanotaux, Histoire du cardinal de Richelieu, 2 vols., Paris, 1899, I, 473. 
Also see Levasseur, Histoire des classes ouvriéres, 2 vols., Paris, 1859, Vol. II, passim. 
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faithful members of this religious sect were the “bourgeoisie.” 
To them, religion and the necessity of earning a living were the 
two important objects in life. Their theology placed the accent 
upon work rather than pleasure, and thus their main interest in 
daily life was business.? To reduce the number of holidays and 
increase the number of working days seems to have been one of 
the many interesting demands made by them upon the central 
government.’ 

La Rochelle was an ideal place for the co-religionists of Sully, 
who had there an excellent opportunity for giving vent to their 
economic propensities. In fact this was perhaps the most 
valuable stronghold to be found in the possession of the Hugue- 
nots. Situated upon the shores of the Atlantic, it was considered 
by leaders of that time as being one of the best ports on the entire 
coast.4 The town was protected by two islands, Ré and Oléron, 
both of military and of economic importance. “They were,” 
said the Duke of Rohan, “rich in wines and salt,’’> and were 
inhabited by a number of vine dressers and fishermen. Above 
all, they were not merely important in the abundance of products, 
but in the good harbor which they formed. Cardinal Richelieu 
was well aware of the value of La Rochelle and appreciated fully 
the economic possibilities of the place. Endowed with this 
favorable location, this city at the beginning of the seventeenth 
century was the great economic and military stronghold of the 
Huguenots. 

The people living in La Rochelle were mainly of the middle 
class, who were necessarily affected by governmental changes 

* A. Montchrétien, Traité de l’economie politique, Ed., Th. Funck-Brentano, 
Paris, 1889, pp. 129-30. 

2 E. Benoist, Histoire de L’édict de Nantes, 4 vols., Delft, 1693-95; II, 33. 

3 Ibid. p. 63. It is interesting to note that a number of Moors after leaving 
Spain settled among the Huguenots, thus adding strength to their industrial and 
trading elements, i.e., ibid., pp. 229-30. 

4Rohan, op. cit., XVIII, 314-15. See also Universal Geography (English 
Edition), London, II, 217. 

5 Ibid., pp. 314-15. 

6 American Historical Review, IV, 225; Richelieu, Mémoires (Petitot Edition), 
Paris, 1819-29, XXIII, 342. 
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which influenced their own economic interests. The death of 
Henry IV jeopardized their entire future, by taking from them 
a good friend and a great ruler who had always treated them 
well. Not only had he given them political and religious privi- 
leges, as illustrated in the Edict of Nantes; but he had, with the 
aid of Sully, instituted a program for the economic development 
of France which was, on the whole, in harmony with their chief 
interests. His death caused a governmental chaos in which the 
various feudal factions attempted to obtain political and eco- 
nomic privileges, and at least to share in the division of the 
money so carefully saved by Sully. 

This crisis in its relations between the Huguenots and the 
government came to a climax when Sully lost his position. The 
Reformers were greatly alarmed, for they believed that his dis- 
missal had injured their interests." At the Assembly of Saumur, 
the Duke of Rohan maintained that the case of Sully would be 
detrimental to the Protestants.? Accordingly they protested 
against his removal and asked that he be given a chance to defend 
himself against a definite charges They soon began to pass 
critical judgments upon the new administration and its policies, 
and claimed that its measures were not in harmony with the 
ideas of their former leader, Henry IV. With this in mind, they 
opposed the efforts made by the Queen to arrange a marriage 
alliance between the French and Spanish royal families. Such 
a union was, they claimed, against the wishes of their King. 
Furthermore, they were extremely critical of the expenditure of 
moneys which he had saved for his “great design.’’* In fact 
after 1610 the era of friendly relations between the Reformers 
and the government was at anend. The Huguenots were out of 
sympathy with the new order, for they simply could not support 
a weak, corrupt, and medieval administration. What they 
wanted was a strong and efficient government, with a positive 
economic and political policy. 

* Benoist, op.cit., II, 6. The Queen Mother was afraid of a rebellion on the 
part of the Huguenots in behalf of Sully. 

? Rohan, op. cit., XVIII, 15; Benoist, of. cit., II, 18. 
3 Benoist, op. cit., II, 63. 4 [bid., 16, 120-21. 
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When Richelieu came into power in 1624 these desires were 
realized; France had a strong economic and political administra- 
tion. But now it was to be a question of absolutism. The 
Cardinal planned to centralize all phases of governmental con- 
trol in the hands of the King; and by so doing, he threatened to 
deprive the Reformers of both their political and economic 
privileges. Such limitation of their power they could not endure. 
The Central Government maintained that the powers of the 
Protestant Assemblies should be limited, and that the latter 
really constituted a republic within a state. On the other hand, 
the Huguenots claimed that they had the right ‘o determine the 
scope of the discussions in their assemblies.t Then the practical 
question arose as to who should control matters of taxation and 
commerce. 

Lack of centralization, waste, and corruption had depleted 
the treasury of France and, as a result, the Cardinal, when he 
came into office, was confronted with a rather difficult financial 
problem. Richelieu wanted to establish the King as the absolute 
ruler of France, and France as the supreme power in Europe. 
To do this he must have money. Therefore both political and 
economic centralization became a necessity. 

In seventeenth-century France there were three lucrative 
sources of revenue, namely, salt, customs, and éailles. It is 
quite evident that any region in France which happened to be 
rich in salt or in the possession of a good harbor, or in both, would 
be of especial value to the government because of the gabelle 
tax and the customs revenues which it would be able to produce. 
In the case of La Rochelle salt was one of the most important 
commodities of the region, and it also had a fine harbor, which 
made it a valuable commercial port. The French government 
was well aware of its economic value, and realized that in case 
of a civil war between the Reformers and the King, France would 
suffer, not only a loss in the failure to control the salt, involving 
an inevitable decrease in revenues, but an interruption in com- 
merce, which “renders a nation flourishing.”? Thus the La 
* Benoist, op. cit., IT, 23. 

* Mercure francois, XIV, 102. That salt production and trade was a very 


important phase of the commercial activities in the La Rochelle region is shown by 
Benoist, op. cit., II, 79; Rohan, op. cit., XVIII, 372. 
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Rochelle affair had as one of its fundamental issues the question 
of control over the economic resources of the place and the money 
to be obtained in taxes. It was an early phase in the develop- 
ment of mercantilism in France. 

The salt problem cannot be appreciated unless one under- 
stands the value of that commodity in the seventeenth century. 
At the present time, the great sait lake and desert of Utah have 
no great economic value except in so far as each might be con- 
sidered a valuable scenic attraction. But salt deposits were of 
more importance in the days of Richelieu. Salt was a very 
important product. Then it was used to a large extent in the 
preservation of meats. The value of ice for this purpose was 
unknown and the spices of the East were still luxuries to the av- 
erage Frenchman. To him salt was the one important product 
which not only added flavor to his food but preserved it if neces- 
sary, and therefore there was a great demand for the commodity. 
But the supply of good salt, suitable for use, was limited, which 
only served to increase the demand for the product produced 
near La Rochelle. Finally the value of salt was greatly enhanced 
by the fact that it was used as a source of revenue by the govern- 
ment, and thus was a great tax-producer. Everyone was 
required by law to purchase a certain amount of salt each year 
and to pay a tax upon it. The so-called gabelle tax constituted 
one method by which the government could obtain a firm hold 
on its citizens as taxpayers. Thus salt was one of the most 
important natural resources of seventeenth-century France. A 
commodity which had a great “emand not only on the part of 
the consumers but the government as well, and of which there 
was a limited supply, certainly must have exercised an impor- 
tant influence upon the political, social, and economic activities 
of the age. Is it not quite natural that commercial rivalries 
between nations at that time might to a large extent have cen- 
tered in the control of the sources of this commodity ?* The 
importance attached to the overthrow of the power of the Hugue- 
nots of La Rochelle seems to indicate that such was the case. 


* Montchrétien in his treatise upon economics emphasizes to the King of France 
the importance of this particular article of revenue, especially in that he can obtain 
money from its sale to the English, the Dutch, the Duke of Savoy, the Swiss and 
others. See Montchrétien, of. cit., pp. 235-36. 
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Richelieu appreciated the importance of the salt trade. He 
frankly admitted that he increased the size of the navy in spite 
of the jealousy of the English, Dutch, and Spaniards, in order 
to capture La Rochelle, and that the control of this city would 
make the King more powerful in money than any other ruler in 
Christendom, because of the gabelle or tax on the salt which 
foreigners as well as Frenchmen obtained from that region. 
Curiously enough, the Cardinal did not seem to think that either 
the English, the Dutch, the Spaniards, or the Huguenots appreci- 
ated the advantages which possession of the La Rochelle district 
gave to them.? He believed that he alone understood the full 
significance of the situation and the necessity of a strong fleet 
to carry out his program. Such a belief is very interesting inas- 
much as it indicates the extent to which the Cardinal considered 
and appreciated the economic as well as the political aspects of 
things. To this famous churchman, the capture of the Hugue- 
not stronghold meant control of the sea or at least of the French 
coast. Then too the important commerce in salt, wine, and other 
commodities, not only of the immediate region but of Gascony, 
Brouage, and the surrounding territory would be under govern- 
mental supervision, and the French kingdom would benefit from 
the taxes to be derived from this trade. On the other hand, if 
England were to obtain a foothold in that region, he could see 
economic as well as political ruin ahead for France. Therefore 
the British must be excluded.’ In the Cardinal’s opinion, the 


* Richelieu, Mémoires, XXIII, 261-62, 362-63. The Cardinal was vitally 
interested in this aspect of the capture of La Rochelle. For example, he ordered 
reports to be sent to him concerning the salt, wine, and other commodities exported 
from La Rochelle to England. See Richelieu, Lettres, instructions diplomatiques, 
et papiers d’état (Publiés par M. Avenel), 8 vols. (1853-77), II, 499. 

2 Richelieu, Mémoires, XXIII, 262. ‘The English, Spanish, and the Dutch,” 
he said, “considered jealously the increase of his fleet as compared to theirs; but 
neither they nor the Huguenots could see that the King of France by his sea power 
would be able to take La Rochelle when he pleased and make himself in an instant 
more powerful in money than any King in Christendom by means of a gabelle tax 
upon the salt found in that region, where the foreigners as well as the French 
obtained the commodity ” He goes on to say that he intended to use the 
money obtained by the tax upon the salt to ease the people who were crushed by 
heavy financial burdens. 

3 Richelieu, Mémoires, XXIII, 262. 
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question of the control of La Rochelle involved the economic 
growth of his beloved nation, to whose development he had 
dedicated his life." It is interesting to note that after La 
Rochelle had fallen—thus removing the immediate political and 
economic dangers involved in the status of the stronghold—the 
Cardinal had himself appointed Lieutenant-General of the 
islands of Ré, Oléron, and several other places near by.? 

Did personal advancement enter into Richelieu’s Huguenot 
policy? Gaston, brother of Louis XIII, said it did. Of course 
he was a bitter enemy of the Cardinal, and his personal antagon- 
ism must be taken into consideration. However, he maintained 
that Richelieu desired military control of the region as a means 
by which he could personally obtain a monopoly of the salt 
supply and thereby make France dependent upon him.? The 
former held this belief both before and after the capture of 
La Rochelle. His contention emphasizes the peculiar economic 
importance of the place in so far as it entered into the personal 
rivalries of the time.‘ 

But Richelieu and Gaston were not the only individuals who 
appreciated the economic importance of the Huguenot strong- 
hold. It did not escape the remarkable and almost uncanny 
notice of the Venetian agents of that time. According to their 
reports, it would seem that the English as well as the Venetians 
were well aware of the economic value of the La Rochelle region. 
The Venetian representative to England in 1627 wrote: 

After the capture of Ré, they [the English] mean to attempt Oléron, 
which is also very important on account of its salt pans, and both islands 


are very convenient as they command the mouths both of the Garonne and the 
Loire, the chief rivers of France, enabling their possessors to take toll suffi- 


* Richelieu maintained that the La Rochelle affair involved not only the ques- 
tion of governmental control of the salt trade with England, which was very keen 
at that time, because the two islands contained enough salt to supply the British 
Kingdom; but it included the problem of the salt trade with the northern lands 
and Switzerland, which was very important. See Richelieu, Mémoires, XXIII, 
289, 343-44. 

2M. Mole, Mémoires, Société de l’histoire de France, 4 vols., Paris, 1855, II, 2. 

3 Mercure francois, XVII, 216-18. 


4 Richelieu, Mémoires, XXIII, 261-62. 
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cient to pay the cost of the fleet with something over. Indeed, some say 
that already certain Dutch ships which went to lade salt evaded a duty 
claimed by the English, by main force and flight. 


In 1628, another agent of Venice in England brought out the 
view that, not only was the future of the French trade in salt 
and wine, from which she derived most of her gold, at issue, but 
if the alliance between the Spanish and French should be broken, 
the latter would have no power upon the sea, and thus would 
lose to England their entire trade.*? According to some of the 
Venetian agents, the Huguenot affair was closely connected with 
the keen commercial struggle which was developing between 
England and France. 

Now the natural question which arises is to what extent the 
Huguenots were aware of the economic elements involved in the 
siege of their stronghold. It would seem that they were keenly 
alive to them, for they accused the French of breaking treaties of 
commerce which had been agreed upon by both sides, and thus 
causing the war. The failure of the government to allow them 
the free disposition of the salt which they had upon the islands 
aroused their anger.’ In fact they resented deeply the com- 
mercial regulations of the government, which tended to retard 
their economic development.4 From the Huguenot viewpoint 
their economic oppression by the central government explains 
their opposition to the administration, and their alliance with 
the English.‘ 

But the siege of La Rochelle was not simply a domestic issue. 
Its political and economic importance made it an object of inter- 
national concern. It was indeed a part of the commercial rivalry 
then existing between Spain, Holland, England, and France. 

* Calendars of State Papers (Venetian), London, 1858-97, XX, 341. That salt 
was one of the most important English imports from La Rochelle is shown in 
Calendars (Domestic), X, 533-34. 

2 Calendars (Venetian), XXI, 12. 

3 Mercure francois, XIV, 89-90. 

4 Ibid., pp. 90-94. The government accused the Huguenots of attempting to 


imitate Paris as a result of their growth in trade and commerce and intimated that 
their wealth had gone to their heads. 


5 Rohan, op. cit., XVIII, 315. 
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Turning first to Spain, one finds that this particular nation 
was very much interested in the salt problem. She carried on an 
important trade in that commodity. In fact the commerce in 
salt was so valuable that France and Spain, evidently competi- 
tors, tried to arrange, in 1627, an economic alliance by which the 
price of salt would only be raised or lowered by common consent. 
A monopoly of the salt supply and a union of their fleets was the 
essence of the proposal. This at least would indicate the influ- 
ence of the salt trade in each country. According to the plan, 
the salt of France should be mixed with the salt of Spain, and the 
result would be a commodity of a better grade." However, this 
plan was not carried into execution, and is only interesting as 
showing the importance of the trade in that product, which 
might very early have provoked an international rivalry. Flan- 
ders, for example, afforded an excellent market for salt, which both 
France and Spain coveted.2/ The Spaniards at any rate feared 
the French to the extent of furnishing money to the Huguenots. 
Theoretically they carried on a friendly neutrality; nevertheless 
they realized that the future of the Hapsburgs in commerce and 
upon the seas would be threatened by the military and commer- 
cial rise of the French nation.4 Their assistance of the Hugue- 
nots was based upon a desire to thwart the economic ambitions 
of the French. 

The Dutch were interested in the La Rochelle affair. To 
them it was not only a religious matter, but an economic question 
as well. They carried most of the salt, wine, and other commodi- 
ties from France.’ Furthermore they did not want La Rochelle 
to capitulate because they “‘traded thence to Spain.’® Like the 
English, it was in some respects a question of control of the seas.’ 

* Richelieu, Mémoires, XXIII, 288-89; Bassompierre, Mémoires, 4 vols., 
Paris, 1870-77, III, 432. 

? Richelieu, Lettres, II, 489-90. 3 Calendars (Venetian), XXI, 97-08. 

4““The Spanish desired to see the French in trouble with both the Huguenots 
and the English, and the former [the Spanish] supported the Austrian Hapsburgs 
in order to control the trade of the Baltic waters and harass the commerce of the 
towns,” etc.—Calendars (Venetian), XXI, 240. 

5 Calendars (Venetian), XXI, 61. 6 Ibid., XXI, 47, 122. 


1 Ibid., XX, 34; XXI, 61; Mercure frangois, XIV, 102-3. 
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The growing marine of the French worried them. However, in 
spite of this economic interest in the future of the Huguenot 
stronghold, other considerations obliged them to assume a wise 
neutrality, and to avoid an active part in the trouble. 

But of all nations, England possessed the greatest interest in 
La Rochelle. Her support of the Huguenot stronghold was not 
based solely upon a desire to procure salt. She had commercial 
aspirations also. The French government, it is true, looked 
upon the English intervention as not being brought about by 
religious reasons—which they declared was a pretext;’ neither 
did it consider the attempt to take possession of La Rochelle as 
entirely a revival of the old territorial struggle of the Hundred 
Years’ War.’ The administration realized that it was an attempt 
to oppose the growing power of French trade. The rising com- 
merce in France thus entered into a long conflict with the English 
commercial interests, the latter of which carried on an especially 
important trade with La Rochelle. Thus cne can see why both 
sides indulged in acts of piracy in order to destroy the commerce 
of the other, although this created anger in the hearts of the 
business men of both sides, who wanted peace.‘ 

But the rivalry between England and France was not merely 
commercial. It involved the question of control of the seas as 
a means of establishing a colonial empire. According to the 
Venetian reports, the English viewed the French maritime 
program with considerable alarm. “They,” the Venetian 
ambassador said, “‘would never permit the French to strengthen 
themselves upon the sea, because the latter were so close. More 
than that, one person told me that not to support them [the 
Huguenots] would amount to giving the French the key to his 
majesty’s dominions.’’’ In fact, they were even afraid for their 

* Mercure frangois, XIII, 809-11. 

2 Ibid., p. 782. 

3 Ibid., XIV, 13-14; Calendars, XX, 31, 77; XXI, z11. 

4 Calendars (Venetian), XX, 54-55, 122-23, 257; XXI, 13. The Venetian 
ambassador reported that the loss of the wine trade carried on with the French 
made the people of London very angry. Ibid., XX, 68-69; also see, S. R. Gardiner, 
History of England 1624-1628, 2 vols. (London, 1875), II, 102, 131. 

5 Ibid., (1627), XX, 31, 98-99. 
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interests in India. “The English,” another report reads, “will 
never consent to the establishment of colonial companies by 
Richelieu inasmuch as state policy will not permit.’* The 
French did hope to become a great commercial and colonial 
nation. About this time the merchants of Brittany and Nor- 
mandy proposed to make Brest the center and Brittany the empo- 
rium of the world; but when they heard of the English opposition, 
they abandoned the scheme as impracticable.2 This opposition 
to the maritime activities of the Cardinal was quite evident from 
the beginning of his administration. Richelieu wanted to make 
France not only a continental but also a naval power, and the 
Venetian agents, as well as the English, realized the fact. 

It was quite natural that the struggle for commercial suprem- 
acy should center in the Huguenot region, and especially in 
their best seaport, La Rochelle. The English realized that the 
latter had a certain amount of political independence in addition 
to its economic importance, and in their attempt to bring about 
an alliance between the Huguenots and themselves, they appealed 
not only to the personal interests of the Huguenots, but to their 
greater opportunity for profits, which an agreement with Eng- 
land would afford.‘ 

In order to obtain their commercial freedom, the Huguenots 
entered into an alliance with England. They were fully cog- 
nizant of the commercial issue involved. In fact the economic 
phase of the controversy had emerged within a year or so after 
the death of Henry IV. In their cahiers of 1611 to the govern- 
ment the Reformers had complained of a boycott in trade which 
certain Catholics carried on against them. Besides, the govern- 
ment of Louis XIII had in 1612 deprived them of certain 
revenues which they had possessed in the days of Henry.® It 
is clear that economic oppression, especially against the Huguenots 


t Tbid., XXI, 446. 2 Tbid., XX, 191-92, 257. 

3 Ibid., XIX, 592; XX, 115, 117, 155. The English planned to capture Brest 
and then win the Huguenots over by means of arguments based upon a common 
religion, Ibid., p. 281. 

4‘ Ibid., p. 341. 


5 Benoist, op. cit., II, 63. 6 Tbid., p. go. 
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of the middle class, together with bad harvests and resulting 
general ruin of the country, created an atmosphere of dissatisfac- 
tion which finally resulted in the Civil War of 1625. This con- 
flict did not last very long as neither side seemed willing to fight to 
a finish. A compromise peace ended the brief hostilities in 1626. 
A treaty—in which the English acted in a way as mediators—sim- 
ply held the Huguenots to the common laws of trade, together with 
due recognition, on the part of the government, of exceptions 
already granted to them.?, The Huguenots claimed that they at- 
tempted to obey the provisions of this settlement. But the Crown 
was not sincere in carrying out this agreement,’ and dissatisfaction 
on the part of the Huguenots resulted. The latter claimed that 
they had been promised free disposition of the salt which they 
had on the island as well as the other products to be found there. 
Instead, all of the salt had been taken away from them since the 
treaty had been accepted and published. They also complained 
of the lack of commercial liberty both on land and sea, which 
hindered commerce, the basis of their subsistence.4 The non- 
fulfilment of the treaty resulted in opposition on the part of the 
Huguenots, which led to open revolt in alliance with the English. 
The control of La Rochelle was indeed an economic issue. This 
is shown by the fact that the Huguenots, as well as Richelieu 
and the English, seemed to have in mind the monetary rewards 
which the possession of the city would bring to them. 

The military conquest of this famous stronghold blasted the 
economic ambitions of the Huguenots. In spite of the constant 
efforts made by the Reform merchants who had been sent over to 
England to urge relief for the besieged city,® La Rochelle was to 
be no longer the independent political and economic home of the 
Huguenots. The Treaty of Alais (1629), which marked the con- 


* Gardiner, op. cit., pp. 31-32, 45-46, 79, 188; Rohan, op. cit., XVIII, 315. 

2 Benoist, of. cit., II, 457. 

3 Richelieu, Mémoires, XXIII, 1. 

4 Mercure francois, XIV, 89-90, 94; Rohan, op. cit., XVIII, 310-11; Benoist, 
op. cit., II, 457. 
5 Calendars (Venetian), XXI, 111, 187. 
6 Rohan, op. cit., XVIII, 335-36. 
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clusion of the struggle between the government and this rebel- 
lious faction, included an article which forbade the Reformers to 
establish foreign commerce." Richelieu had at last embarked 
upon his program of economic as well as political centralization. 
The Huguenot state ceased to exist as a political or economic 
power. 

In conclusion, the siege of La Rochelle when judged by the 
economic, together with the political and religious motives 
involved, deserves a more important place in the history of 
France. It was a phase in the development of mercantilism in 
France. In fact the struggle for control of the salt marshes of 
that region has in it perhaps the germ of modern economic 
imperialism. At least the contest for control of the seas might 
well be considered an introduction to the great colonial struggle 
of the eighteenth century. In this connection the overthrow of 
the Huguenots marks the transition period in which the terri- 
torial struggle carried on between England and France, as a 
fundamental issue in the Hundred Years’ War, was transformed 
into a contest for world-power in the eighteenth century. The 
united attempt on the part of England and France to overcome 
the universal pretensions of the Hapsburgs in the Thirty Years’ 
War obscured the issue for the time being. Later on, the struggle 
between these two nations was renewed, although the question 
of salt and the importance of La Rochelle were no longer factors 
in the commercial conflict. 

FRANKLIN CHARLES PALM 


UNIVERSITY OF CALIFORNIA 


‘ Benoist, op. cit., II, 488. 














OPEN MARKET BORROWING TO FINANCE THE 
PRODUCTION OF GOODS SOLD FOR 
FUTURE DELIVERY 


I. PRELIMINARY STATEMENT 


Out of the havoc played by the Great War with our economic 
organization, and especially with the foreign exchange mechanism, 
grew some extremely complex problems in financing current operations 
of a business. 

In 1919 one such problem faced the executives of the Edelstone 
Leather Company. In brief, the situation was as follows: The 
Edelstone Company, incorporated in 1916, had experienced a rapid 
and prosperous growth. In the late spring of 1919, this concern sold 
a large lot of leather for future delivery to export houses of high 
credit standing. Raw hides were then purchased at a price which 
would have allowed the Edelstone Company a large profit on the 
contracts with exporters. Thus the goods were sold before the raw 
material was purchased and the company seemed to have protected 
itself against any loss on the transaction. 

The documents presented below are arranged in chronological 
order. They indicate: (1) how the Edelstone Company financed 
the purchase of hides and the production of leather sold for future 
delivery; (2) how events in the economic world, e.g., the demoraliza- 
tion of foreign exchange, broke down the protection against possible 
losses; (3) the effect of losses resulting from these events in the 
economic world upon the relations of the company with its creditors 
who loaned money on the strength of the seemingly “riskless”’ situation. 

In studying the documents the reader should bear in mind the 
following questions, which open up the important issues of the case. 


1. How can the difference of opinion among the bankers with reference 
to the financial condition of the Edelstone Company in July, 1919, be 
accounted for ? 

2. What is the financial condition of this company in July, 1919? 
Would the capitalization of surplus have added to the security of the 
creditors? Why or why not? 
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3. Other things equal, would you approve of the company’s method 
of financing the production of goods sold for future delivery? Why or 
why not? Could all of the money have been borrowed from the company’s 
banks? If not what would induce the paper house to extend open market 
credit where the banks refused loans? What alternative methods might 
have been used in securing the needed money ? 

4. What “other things” were not equal? What do you think was the 
effect of the decline in exchange rates in 1919-20 upon the export houses to 
which the Edelstone Company had sold leather for future delivery? Upon 
the leather business? What happened in 1920-21 to the general business 
conditions in the United States? Analyze the ef ect of this whole situation 
upon the financial condition of the Edelstone Company. 

5. Do you see any reason to believe that the banks would have been 
more lenient than the paper house and its customers in dealing with this 
company after it got into difficulties ? 

6. Do you believe that, if the creditors had been willing to “send good 
money after bad,” the company could have recovered? Why or why not? 

7. The allied governments “pegged” exchange rates during the war. 
Why? Why was exchange “unpegged”’ in March, 1919? Of what value 
would an understanding of the foreign exchange situation during the war 
have been to the Edelstone management? To the bank and paper-house 
creditors of the company ? 

8. If the export houses to which the leather had been sold were high- 
grade houses, why did not the Edelstone Company, or its managing creditors, 
meet their difficulties by suit against these houses ? 


II. OPERATIONS OF THE EDELSTONE COMPANY TO MAY, 1920 


The Edelstone Leather Company was incorporated in Delaware 
in January, 1916. The business was the outgrowth of a partnership 
formed by Mr. Edelstone and his son in the year 1915. The company 
engaged in the purchase of hides and the manufacture and sale of 
leather. The capital stock of the corporation, paid for in cash, was 
$40,000. The earned surplus increased from $28,o0o in December, 
1916, to $227,524 on December 31, 1919. The comparative balance 
sheet of the company, which follows, indicates the concern’s rapid 
development up to 1919. 

In the late spring of 1919, the Edelstone Company signed contracts 
with prominent export houses for the sale to the latter of a large lot 
of leather to be shipped to their foreign clients. The contract was 
such as to promise the Edelstone Company very satisfactory profits. 
It should be stated that leather processed for export is difficult to 














130 L. W. MINTS 


sell to domestic trade. After these contracts were signed the company 
purchased raw hides at about $1.28 per square foot and paid for them 
by selling $400,000 worth of commercial paper through a high-grade 
Philadelphia paper house. 

The following data adapted from various sources gives a hint of 
the standing of the company with the banks, paper houses, and the 
trade at the time the note issue was sold. 

1. Memoranda July 1, 1919, in the files of the commercial paper 
house: 


Bradstreet states that their net worth is between $200,000 and $240,000. 
The equipment is first-rate and the management well regarded personally 
and said to be practical in their line. Items listed in the liabilities as 
bills payable on building represent money borrowed to build the new plant. 
These will be paid off by an issue of first mortgage, 10 year, 6 per cent 
bonds, payable at the rate of $10,000 per year. 

Trade creditors state that the reputation of the concern is of the best; 
that all discounts are taken; terms of sale are regular, and payments are 
prompt. Most of the trade creditors extend unlimited credit. 

The First National Bank of Philadelphia reported that this account 
was closed when the company asked for a larger line of credit ($40,000) 
than the bank felt it was entitled to, on the basis of its balance which only 
ran about $800.00. The bank also remarked that the December 31, 1917, 
statement indicated a rather heavy debt but admitted that the company 
had made a good deal of money. The Second Trust Company of Phila- 
delphia .took the account on after careful investigation and gave them a 
line of $140,000. ‘They do not owe any banks at present as the bond issue 
has put them in a strong position. 


2. Letter from a prospective purchaser of the Edelstone paper 
to the Philadelphia commercial paper house, dated May 13, 1919: 

We have marked the Edelstone note good-minus. During 1919 two of 
the neighboring banks reported favorably on the company and two did not 
care for the situation. 

We notice that Dun gives them a second-grade rating. They do a 
volume of $515,200 on quick assets of $282,400, with a debt of $190,400, 
which is only a fair proposition. It seems to us that part of the surplus 
should be capitalized from the conservative standpoint as regards the 
creditors. If you do not include the notes on the building covered by the 
bonds, the statement shows a fairly liquid condition. 


3. A letter from the Philadelphia commercial paper house to a 
customer dated May 14, 1919, and in reply to the customer’s letter 
dated May 13, 1919: 
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We find no information in Dun’s report which warrants the second 
grade rating given the Edelstone Leather Company. We have secured 
the indorsement of Edelstone and Son as individuals. Since this indorse- 
ment has been secured, there is no necessity for capitalizing the surplus. 

The volume of business for the first six months of 1919 is at the rate of 
$90,000 a month against receivables of only $88,000 and merchandise of 
$152,000. The total debt of the business is only $190,400, current liabilities 
$56,800, of which notes payable amount to $20,000 and accounts payable 
$29,600, which last includes reserve for Federal taxes of $4,176, and $6,400 
due on bonded debt for the fiscal year ending July, 1920. 

Since the company has been using the open market it has ceased dis- 
counting its receivables. 


EDELSTONE LEATHER COMPANY 
4. COMPARATIVE BALANCE SHEET, 1918-22 

















Dec. 31, | July 31, | Dec. 31, | Dec. 31, | Feb. 28, 
1918* I919* 1919 1920 1922 
Assets— 

SO a cp ecetcvessecsvesesak $ 9,657/$ 20,990/$ 24,760]........ $ 28,092 
err te 57,310} 88,095] 65,554/$ 7,315) 4,479 
ME ois id soni nictas aah e-cha 179,098] 153,890|f518,359] 112,340] 83,948 
eer ree ee Ulla © ree ree 
Tanners Prod. Co............ a | ee Seerewe Serre 
Edelstone Leather Co. of Mass. re dhUF?a ee. eee eee 
Advances to employees....... ES Geemrey: ererrarrs aparece 
SE ee ree Meee 69,871) 158,381] 149,945] 3,200]........ 
er eis Gees Shek i 7 ae 
PBs oon scccccccescass CP a | i ee 
TEE nea eS eee eee 

» ES eae aes $380, 338/$400, 423/$833 , 6111$262,855|$116, 519 

Liabilities— 

re $ 40,000]$ 40,000/$ 40,000]........]........ 
rere oes Bel et Fe See haere 
ef ree eee Ee ee Aires Serene 
Bills payable—merchandise....| 98,972| 20,892]........|....:00sJeceeeees 
le is a Aeeeeets Seared: Sree $ 72,000/$114, 868 
Bills payable—paper..........)-2.2000-Joccecess 400,000] 468,000] 468,000 
Bills payable—others.........].....-.-|....000. | Eeeaere, - eeeiae 
Bills payable—building....... | EE serene “Dele ey. Aiea 
Accounts payable............ ee 6 Ue Pere Aer 
Mortgage payable............|......6. 140,000] 140,000] 135,000]........ 
ee 16,204] 18,604) 24,167) 29,230}]........ 
Res. for discount............. SO U7 Pe ey. Sere 

NEL ET $380, 338|$490, 423|$833 ,611|$704, 2301$582 , 868 




















* No receivables pledged; no debt past due. Insurance on merchandise and buildings $213,600. 
t Finished goods, $232,083; in process, $151,106; raw materials, $135,170. 
Nore.—These are not audited statements. 
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Drastic changes in the values of the foreign currencies and in the 
prices of hides and leather occurred before the Edelstone Company 
had time to process the hides purchased and deliver the leather to 
export houses to which it had been sold. 

The following tables indicate the trend in exchange rates and in 
prices of packers hides and side upper leather for the years 1919 and 
1920 and for the first four months of 1921. 























TABLE I 


GENERAL INDEX OF FoREIGN ExCHANGE* 
(Per Cent) 

















Index 
Month 

1919 1920 1921 

54, ene helaa awd 96 72 60 
En Te 97 65 62 
ee ee 95 67 62 
Ree gI 65 63 
bce rchinmnneacsesees go 68 66 
BC nah kanes née sn eknen oI 71 63 
| re err 88 71 62 
PN iiRiddeand nocenenes 85 66 60 
Cs igh ademarua dace 83 63 60 
SERIE eer 83 61 61 
BD iiveinedienascce 80 58 61 
ORTOP ECT 75 57 64 














* From the Federal Reserve Bulletin, VILL, p. 1260. 


TABLE II 














Average Prices Packers Hides . . ther, 
at Chkago, Cents per Square | Avemgs Prices Side Unnes Lee 

1919 1920 1921 1919 1920 1921 1922 
Reece 25.06 | 36.65 | 14.13 -41 -76 . 2 eee 
EE 25.42 | 37.05 | 12.08 | .41 -70 A Seer 
DS. ¢-cdrecnanuad 25.33 | 34-02 | 10.39 | .41 -70 ae reer 
NG esse asd aes con 29.15 | 33.82 | 10.18 | .45 .69 eae 
| pe ft SS. 2 eee -53 . 2 ee. ee 
| SS 40.Gp | 364.98 |....... 64 SOE Pov cccschencoses 
ee 65.86 | Op.G6 I......- 81 ME. Tickesedheeenes 
Mic .0'5 ord aber 59.66 | 97.00 |....... .84 2 eee ee 
September. .......... ee Ve 2 3 eee 84 FO eee Spero 
I inckéesahau’ eee 1 SS eee .80 Dy Se Aa 
November........... 49.98 | t9.G2 |....... .80 cc 2 ere reves, 
| a err 37.04 | 16.02 |....... 75 . Ss eee eer 


























* From Federal Trade Commission Reports on Shoe and Leather Industries. 
t From Federal Reserve Bulletins, 1921. 
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The following documents indicate the effect of the foregoing 
changes upon the financial condition of the Edelstone Company. 
It should be noted in connection with the study of these documents 
that Edelstone Leather paper had been sold to some thirty banks 
located in adjoining states. 


III. OPERATION OF THE COMPANY BY TWO REPRESENTATIVES 
OF THE CREDITORS—MAY, 1920, TO APRIL, IQ2I 


1. Memorandum of agreement made the twenty-sixth day of 
May, 1920, between the Second Trust Company of Philadelphia 
and the Philadelphia commercial paper house: 


WHEREAS, The Edelstone Leather Company is unable to meet its 
indebtedness as the same matures, and it is proposed that its business and 
affairs be carried on under the supervision of Mr. Smith of the Second Trust 
Company of Philadelphia and Mr. Brown of the Philadelphia commercial 
paper house. 

The greater part of the indebtedness of the said Edelstone Leather 
Company is represented by notes, some of which are held by the Second 
Trust Company of Philadelphia and are in part payable on demand, some 
of which are held by the Philadelphia commercial paper house and some 
by banks to whom same have been sold by aforementioned commercial 
paper house. The Philadelphia commercial paper house agrees to extend 
for a period of six months from the date hereof the time of payment of notes 
held by them and to endeavor to procure like extensions from the banks 
holding notes of Edelstone Leather sold to them by the Philadelphia com- 
mercial paper house. 

It is agreed between the parties hereto that all moneys of the said 
Edelstone Leather Company, whether now on hand or in the bank, that are 
hereafter derived from the proceeds of the sale of its property after payment 
of fixed charges and operating expenses, shall be held as a special fund and 
applied prorata toward the payment of all its indebtedness without regard 
to the time of maturity thereof, and the Second Trust Company hereby 
waives any claim to priority of payment on account of any of the notes held 
by it being now due or otherwise. 

In witness whereof the parties have signed this agreement by their 
respective officers thereunto duly authorized day and year first above 
written. 

2. Report of Credit Company, July 7, 1920: 

President Edelstone of the Edelstone Leather Company said there 
was no statement of the company available other than that for July 
1, 1919. The president also said that he would have to renew notes 
with the banks and notes sold through commercial paper houses 
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amounting to $540,000. He said that the notes due May 26, 1920, 
had been extended for six months due to the slump in export business. 
$468,000 of the $540,000 notes payable have been sold through a 
Philadelphia commercial paper house. It is believed that the liabilities 
of the Edelstone Leather Company will more than offset the assets. 
The concern owes nothing to trade creditors at this time. The 
company has on hand 1,120,000 feet of leather; this leather, being 
particularly fitted for export trade, can be sold only at an enormous 
sacrifice. In order to meet overhead costs the company has been 
tanning about 4oo hides daily for a packer. Since the bank balances 
of the company are practically nil, no further purchases of hides are 
being made. The general opinion seems to be that the leather 
market will shortly come back and that as a result the company will 
work out satisfactorily. 

3. Letter from Philadelphia commercial paper house to creditors, 
November 16, 1920. 


The plant operations of the Edelstone Leather Company, since our 
advices early in June, have been of necessity restricted to the finishing of 
the company’s leather then in process, and to the tanning of hides and skins 
under contract, and the results have been satisfactory from that standpoint. 
In the period June 30—October 31, 1920, we have met running expenses, 
including payments on mortgage indebtedness and with the usual depre- 
ciation charges, but not including payment of and reserve for interest on 
outstanding bills payable. 

However, we have failed to sell leather, excepting a small amount, 
and to our regret there has been a constantly declining price for skins, 
hides and, naturally, therefore, also for leather, so that there is a large 
inventory on hand. We have attempted to sell abroad and in the home 
markets, but shoe manufacturers have ceased to buy leather except for week 
to week requirements. It would seem that we are somewhere near, if 
not at, the low point of depression in the trade and so when shoe stocks on 
retailers’ shelves and in shoe factories have moved, we can expect a revival 
in the leather business with sales at higher prices than now prevail. The 
company unfortunately is unable to buy skins and hides at the present low 
prices to “average” on its per foot cost of leather merchandise, and it will 
have to meet the competition of the companies which are able to do so. 

We realize that this situation is very disappointing to you, as it is to 
us. However, we fail to see any immediate remedy and therefore ask 
your continued co-operation by sending us in the enclosed stamped envelope 
the note which you now hold, payable November 26, 1920, for ex- 
change for “demand” note, against which we will make payment when 
sales of merchandise are made. 
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With your approval Mr. Smith of the Second Trust Company and Mr. 
Brown of this company will continue to look after the affairs of the company 
for the benefit of all concerned. 


IV. OPERATION OF COMPANY BY CREDITOR’S COMMITTEE OF 
THREE—APRIL I, 1921, TO AUGUST, 1921 

1. A letter from the Philadelphia commercial paper house to credi- 
tors of the Edelstone Company dated February 15, 1921. (A creditors’ 
committee of three bankers was appointed to take charge of the 
business in April, 1921.) 

We beg to advise you that the results of the efforts to date, in the 
liquidation of the merchandise of this company, due to the conditions in 
this industry, have not been satisfactory. 

There remain on hand about 858,201 square feet of leather. In June 
last, values according to good authorities encouraged the belief that the 
debt would be liquidated in a short period. But prices declined rapidly 
and continually as demand fell off. The European market for which 
one-third of the merchandise was manufactured on order is closed due to 
exchange rates. The company earned an operating profit during the 
period but the decline in the price of leather ate up profits and impaired the 
values of the assets. 

Country calf skins which sold at an average of $0.7045 a pound in 
January, 1920, sold this month at from 13 to 14 cents a pound as against 
the previous low in 1904 of 13-14.3 cents. 

The raw stock market is glutted with skins and hides, but tanners who 
were able to finance raw stock owners for the cost of tanning and wait for 
payment until the leather was sold were able to keep their plants going on 
contracts. The Edelstone Company was left at a disadvantage as it was 
not able to make such contracts and most of such leather was offered at 
low prices while the company had on hand leather made from high price 
skins and was unable to average down the cost of its inventories. 


2. Letter to creditors from Creditors’ Committee dated April 1, 
1921: 

We beg to notify you that the creditors’ agreement which you have 
signed has now been assented to by more than 75 per cent in amount of 
the unsecured creditors of the Edelstone Company and the committee does 
therefore in accordance with the provisions of paragraph five of the agree- 
ment declare the agreement operative and has taken over the control of 
the business as from this date in accordance with the plan outlined in the 
creditors’ agreement. 

Under the terms of the creditors’ agreement the committee was given 
power to extend the payment of the indebtedness of the company from time 
to time, not to exceed one year in all. In view, however, of the present 
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market conditions, the committee has considered that the wisest course 
would be provisionally to extend the indebtedness until February 15, 1922, 
reserving the right to the committee to declare the indebtedness due at an 
earlier period if this should later appear to be for the best interests of the 
creditors. Accordingly new notes upon this basis have been executed by 
the company. We enclose herewith note or notes to your order as 
follows. .... 


3. Letter from the Creditors’ Committee to the creditors, June 1, 
192!: 

To the Creditors of the Edelstone Leather Company: 

As you know, the affairs of the Edelstone Company have, since April 1, 
1921, by agreement been under the control of the undersigned as a Creditors’ 
Committee, which, in its best judgment, was to continue or liquidate it. 
After a careful survey of the situation, we believe that it is impossible to 
conduct the business without considerable further loss to the creditors. 

During the fall of 1920 and the spring of this year it was possible to 
operate the company without loss by tanning leather for outside companies, 
but at the present time it is impossible to obtain such jobs and consequently 
any continuance of the business must involve a considerable further loss 
by reason of overhead expenses which must be incurred even if the plant is 
shut down. 

We have endeavored to find a purchaser for the plant but have been 
unable to do so. In fact, there are numerous tanneries for sale. We have 
failed to interest any but the former operators in the purchase of this plant. 
It is our judgment and that of real estate experts to whom the property has 
been submitted, that there is no equity over and above the mortgage and 
lien thereon; consequently the only assets available for payment of creditors 
are the leather, bills and accounts receivable, and cash. 

We now have an opportunity to sell all of the current assets, except 
the leather, for their book value as of May 1, 1921. The purchasers will 
assume all liability as to the mortgage, in amount about $168,000, and also 
other liens on the property, amounting to about $24,000, a contingent 
liability of approximately $27,000 for Federal taxes now claimed by the 
Government for past years, and a liability of $10,000 due some members 
of their family. This offer is made by friends of the men who formerly 
operated the plant. It is made contingent upon our returning to them the 
cancelled notes of the company, together with the guaranty which we hold. 
A close investigation has convinced us that the guarantors have no outside 
means. 

If this offer is accepted the committee will immediately make a payment 
of 124 per cent of the claims and further payments as rapidly as the leather 
is sold. The committee has made arrangements whereby the leather is 
being stored under very advantageous circumstances, which will insure 
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the co-operation of a very efficient selling organization for the disposition 
of the leather at a very moderate cost. 

We earnestly and unhesitatingly recommend this plan as the quickest 
and most efficient way of liquidating this claim so as to minimize your loss. 
We ask you to send us your note and authorize us to deliver it and the 
guaranty upon the consummation of the plan and we shall then forward 
your check for dividend, together with certificate covering your pro rata 
in the leather. 


4. On June 29, 1921, a voluntary petition in bankruptcy was 
filed by the Edelstone Leather Company. The creditors were three 
in number, their claims totaling $20,000. 

5. A letter to the Creditors’ Committee dated July 31, 1921, 
stated that: 


a) The committee proposed taking cash, receivables and merchandise 
in payment for debts, this proposal being contingent upon all creditors 
agreeing. 

b) All banks except four or five agreed. But lack of unanimity made 
it impossible to effect a settlement out of court. Therefore, a petition 
in bankruptcy was filed against the company and against W. E. and H. F. 
Edelstone, both of which were consolidated in one proceeding. This step 
was necessary in order to prevent the few out-standing creditors who had 
refused to accept the plan of settlement from instituting proceedings and 
getting an advantage over other creditors. 

c) Upon institution of bankruptcy proceedings and the composition of 
claims to be made in bankruptcy, which composition was as originally 
contemplated, each creditor must file and prove his claim in the bankruptcy 
court to share in said composition. 

d) Creditors should execute a blank proof of debt and power of attorney 
enclosed in the letter and return them to the Creditors’ Committee at once. 

e) To avoid making public the name of the bank, proof of debt and 
power of attorney should be made out and filed in the name of one of the 
bank’s officers. 


V. RECEIVERSHIP AND LIQUIDATION—AUGUST, 1921, TO 
FEBRUARY, 1922 
1. On September 1, 1921, receivership of the Edelstone Leather 
Company was announced in operation. The following is a statement 
of affairs as of this date: 


The assets include the plant valued at $175,000, real estate valued at 
$3,200. Liabilities include a mortgage on the plant and real estate, the 
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unpaid balance of which amounts to $132,000, and notes payable to banks 
of $582,868. The Creditors’ Committee has taken over the stock of the 
company on hand, and has induced Mr. Edelstone and his sons to file 
petitions in bankruptcy. Mr. Edelstone has net assets of approximately 
$308,268 and his son has about $94.40. It is estimated that the plant and 
real estate is only sufficient the satisfy the claims of mortgage bondholders. 


2. Edelstone Leather Company, Statement of Affairs, February 
28, 1922. 
The property turned over to the Trustees as per the agreement of 
August 24, 1922, was: 
Accounts receivable 
Leather 702,131 ft. 
The status of the above property as of February 28, 1922, was: 


524,675 ft. 
$28,610 


SUMMARY 
Original property: 
Accounts receivable (all collected) 
Leather sold 177,456 ft 


$28 ,092 


Balance of leather on hand, 524,675 ft. 


Since the summer of 1922 both hide and leather prices have 
recovered and leather exports are on the increase. The financial 
journals report that the larger leather companies are beginning to 
earn profits. The question of the Edelstone Company’s ability to 
get back on its feet had it been “carried” by the banks until 1922 


may fairly be raised. 
L. W. Mints 


UNIVERSITY OF CHICAGO 
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The International Protection of Labor. By BouTtE.LtE ELLs- 
worTH Lowe. New York: The Macmillan Co., 1922. 
Pp. 439. 

This is a presentation of the efforts that have been made among the 
several industrial nations to secure uniformity in legislation for the 
protection of labor. It is also a compilation of conventions, programs, 
and resolutions proposed or adopted by various industrial congresses. 
In part the material appeared in Bulletin No. 268 of the United States 
Bureau of Labor Statistics but the present volume is a more extended 
work, containing much more material than appears in the Bulletin. 

In arranging the material Dr. Lowe has presented an Introduc- 
tion stating briefly the outline of the movement in its several related 
parts. In Part I is a somewhat more detailed historical description 
of the movement for International Labor Legislation. This contains 
references to the several conferences, a valuable summary of the 
arguments that were presented for and against such legislation and a 
conclusion which states the movement in historical prospective. 
Part II gives a summary of the legislation accomplished through these 
congresses. Following this is an elaborate bibliography of fifty-five 
pages. There is included also a supplement relating to the Inter- 
national Labor Organization of the League of Nations. Dr. Lowe’s 
style is straightforward and clear. Although unadorned by rhetorical 
phrasing it holds the attention of the reader and guides him through 
the maze of confused material very successfully. 

As a reference book this work has a high value. As a work describ- 
ing the development of the movement and Dr. Lowe’s comments 
upon it, it has an even greater value. The arrangement of the 
material has been carefully planned. One may follow the historical 
development without stopping to read the details of numerous resolu- 
tions and conventions. For reference one may quickly find the date 
or the leading point of any group of congresses. Or again one may 
find the work of any one congress and finally a full statement of the 
resolutions and conventions proposed or adopted by that congress. 

Dr. Lowe strongly favors further development along the line of 
International Labor Legislation and the book is evidently intended 
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to mold public opinion to support this movement. In Part I Dr. 
Lowe has a spirited chapter setting forth the relation of America to 
the movement. In the short space of fifteen pages he makes the 
indictment concise but very pointed. This indictment is under three 
headings. He begins by saying: “In 1910 three things stood out 
distinctly in the general regulation of labor conditions in Europe: 
(1) A clear recognition by governments of the need of protection for 
industrial populations; (2) a definite and well-organized attempt on 
the part of governments to meet that need; (3) international co- 
operation to supplement national shortcomongs” (p. 79). On each 
one of these points the “forty-eight competing industrial countries,” 
(forty-eight states of the Union) “many of them great and powerful,” 
have failed to meet these standards. There is added for good measure 
a criticism of “traditional methods of interpreting the Constitution” 
which have placed “serious obstacles in the path of the labor movement 
in America” (p. 93). This criticism is tempered by a reference to 
the more recent legislation especially along the line of workmen’s 
compensation. At the end he suggests: “If all other means fail, 
recourse may be had to a Constitutional Amendment giving the 
Federal Government indisputable authority to regulate conditions 
of labor within the states, or to subject American industry to the 
operation of international protective labor conventions” (p. 95). 
In closing, he further states: “By virtue of the place that the United 
States now is assuming in the family of nations, we may be sure that 
it will be found increasingly necessary to regulate American labor 
conditions according to international standards The world right- 
fully may demand this. Means for compliance must be forthcoming”’ 
(p. 95). A suggestion is made in the note, to the effect that the diff- 
culty may be obviated if the Supreme Court will uphold labor treaties 
as “the supreme law of the land,” referring to Article VI, Clause 2 of 
the Constitution (p. 95). 

Another helpful chapter is a twelve-page summary of the argu- 
ments for and against this line of legislation. While there is nothing 
strikingly new in these statements they are conveniently arranged 
and briefly summarized. 

The educational purpose of Dr. Lowe may be found in the follow- 
ing statement: “Do we then seem to be assuming the desirability of 
American adhesion to labor treaties? We do assume it because of 
the arguments already presented in favor of such agreements; because 
of America’s need of nation-wide reform in the protection of labor; 
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and because by non-adhesion America remains a stumbling block 
to an international movement that holds at stake much of the 
welfare of a large portion of the human race. America needs the 
movement; the movement needs America” (p. 93). 

The author has performed a distinct service in placing this material 
in such complete and convenient form before American readers. If 
he accomplishes his educational purpose, he will have performed 
another service equally distinct. 


GrorGE GORHAM GROAT 
UNIVERSITY OF VERMONT 


The Electric Railway Problem. By DrEtos F. Witcox. New 
York: The Author, 1921. Pp. xx+78o9. 


This book is an analysis of the electric railway problem made by 
Dr. Delos F. Wilcox and presented in the form of a report to the 
Federal Electric Railway Commission. This Commission, which was 
appointed on May 31, 1919, to study and report upon the electric 
railway problem, held one public hearing in New York and a series of 
hearings in Washington. 

Testimony was gathered from representatives of the American 
Electric Railway Association, the Amalgamated Association of Street 
and Electric Railway Employees, and from public service com- 
missioners, mayors, and private individuals who presented the public 
side of the problem. At the close of these hearings the Commission 
engaged Dr. Wilcox to aid in the analysis of the testimony and to 
make suggestions to the Commission. The Commission was unable 
to publish the report because of lack of funds but Dr. Wilcox, since 
he believed that his analysis of the problem should be available as a 
reference work, has published the report at his own expense. 

The report itself consists of fifty-four sections, a summary, a 
table of contents, and an index. As printed, these sections have been 
treated as chapters. In them Dr. Wilcox analyzes the testimony 
taken at the hearings and the supplementary information filed with 
the Commission. He also includes some general discussion of the 
electric railway problem with suggestions looking to the formulation 
and adoption of public policies designed to aid in its solution. He 
therefore presents his own conclusions, as well as opinions and 
experiences. 
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Throughout the whole report the testimony of witnesses before 
the commission is quoted, and the statistical data are presented from 
which Dr. Wilcox draws his conclusions. After showing that the 
street railway is an essential public industry and that the restoration 
of its credit is necessary, the report takes up the causes for the failure 
of credit and suggests the methods by which it can be restored. 
Among the factors given as responsible for the loss of credit are the 
following: overcapitalization, failure to follow sound financial policies 
in allowances for maintenance and in the payment of dividends; too 
extreme regulation and restriction of fares by the public; automobile 
and jitney competition; increasing costs of operation because of the 
increasing demands of labor and decreasing money value. 

In order to bring about a restoration of credit a readjustment 
between revenues and expenses is necessary which will leave a wider 
margin available for a return on capital. In the discussion of methods 
by which this can be accomplished Dr. Wilcox includes: (1) an 
increase in fares; (2) the removal of special tax burdens and franchise 
obligations from the electric railways; (3) the adoption of operating 
economies; (4) curtailment of jitney competition; (5) establish- 
ment of co-operative relations between the management and the 
employees. In any real solution of the problem of electric railways 
the author contends that the labor problem and the credit problem 
are equally important. After considering both of these, four pos- 
sible remedies for existing conditions are presented: “the abandon- 
ment of public interest’’; commission regulation; “service—at cost”’; 
public ownership and operation. 

Throughout the entire report Dr. Wilcox has stressed the points 
which lead to his final contention in favor of public ownership as the 
final remedy for the situation. At this point the critic may well 
express skepticism. While it is probably quite true that, in many 
particular cases, the adoption of public ownership would solve the 
problem in the most desirable way, there are perhaps just as many 
other cases where this would not be true. Municipal politics have a 
long way to go. But Dr. Wilcox’s opinion is after all based upon a 
process of elimination. It is only after pointing out the weaknesses 
of the other three possibilities that he presents public ownership as 
his final solution of the problem. And he fully appreciates that even 
this solution cannot generally be used short of a considerable period 


of years. 
Homer B. VANDERBLUE 
HARVARD UNIVERSITY 
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Money. By D. H. Rosinson, M.A. With an introduction by 
J. M. Keynes, M.A., C.B. New York: Harcourt, Brace 
and Company. Pp. xii+182. 

This book is the second in a series of Cambridge Economic Hand- 
books edited by J. M. Keynes. The first was Mr. Henderson's Supply 
and Demand which is connected with this one “in the emphasis laid 
(in this book) on the theory of money as a special case of the general 
theory of value” (p. vii). Like the other books in this series this one 
“is intended to convey to the ordinary reader and to the uninitiated 
student some conception of the general principles of thought which 
economists now apply to economic problems” (p. vi). 

It consists of a brief introduction by Mr. Keynes, a preface and 
eight chapters, entitled respectively, “The Merits and Drawbacks of 
Money,” “The Value of Money,” The Quantity of Money,” “Bank 
Money and The Price Level,” “The War and The Price Level,” 
“The Question of the Standard,” “The Foreign Exchanges and 
Monetary Policy.” 

Judged by the standard set in the quotation made in our first 
paragraph Mr. Robinson’s book can be regarded as satisfactory only 
by uncompromising adherents of the quantity theory. The struc- 
ture of the book, its method of approach to present day monetary 
problems and its reasoning is based on that theory. This statement 
must be made in spite of the fact that the author recognizes some of 
the limitations and defects of that theory. For example on p. 33 
he says: “Our theorum does not assert that any change in the value 
of money which is associated with a change in the quantity available 
is associated with it as effect with cause.” On p. 114 he admits that 
there is much truth in the contention that “so far from the large 
volume of money having been a cause of the high price level, it was a 
consequence of it.” He describes his attitude toward the theory in 
the words, “No longer either a triumphant Credo or a pestilent heresy 
the quantity theory of money remains as a dowdy but serviceable 
platitude”’ (p. 34), but in spite of this statement treats it as very much 
more than a “serviceable platitude,” relying upon it absolutely for the 
solution of fundamental problems. 

On account of this slavish adherence to the quantity theory the 
book leaves upon the mind of the critical reader the impression of 
superficiality. The author occupies himself with the attempt to 
explain the total volume of the currency in its relation to that of the 
exchanges by estimating how much is contributed to this total by 
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bank checks, token money, government notes, gold, the rapidity of 
circulation of these elements, government loans, the habits of bankers 
in making loans, etc., etc., a kind of Chinese puzzle in the unravelling 
of which he shows considerable skill but which he plainly shows can- 
not be completely unravelled by himself or anyone else. He also 
shows that, if it could be unravelled, we would still be in doubt as to 
whether or not we had explained price fluctuations and gotten to the 
bottom of the problems of the solution of which we are in search. 

His failure seriously to grapple with fundamentals is particularly 
evident in the chapter on “The Question of the Standard.” He thinks 
that all things considered England had better go back to the gold stand- 
ard “not because it is a good standard, not because there are not 
better available, but because it is better than no standard at all, 
which is in practice at present the most likely alternative” (p. 134). 
In expounding his reasons for this belief and indeed throughout the 
entire book he entirely ignores the necessity for a commodity standard 
of some kind in modern society and the part which such a standard 
plays in price making, in the regulation of the medium of exchange, 
in international trade, etc. 

Meritorious as this book is in many respects it will not greatly 
help in leading the world out of the monetary slough of despond in 


which it finds itself. 
Witiram A. Scott 
UNIVERSITY OF WISCONSIN 


Human Factors in Indusiry. A Study in Group Organization 
by Harry Tipper. New York: The Ronald Press Com- 
pany, 1922. Pp. v+280. 

This is a useful and a very badly written book. According to the 
preface, it purports to “present to the business man and the student of 
industrial affairs, a sufficiently complete and concise analysis of the 
difficulties (in industrial relationships) which must be met and the? 
(sic!) outlook in meeting them. 

The earlier part of the preface is, however, more modest than the 
foregoing quotation. ‘“Toconsider all the elements which are involved 
in a complete study of the ‘labor problem’ (quotation marks mine) 
would be impossible,” it states, “in any single volume. ... . This 
volume intends to deal only with the relation of the question to the 
practical development of industry in the more or less immediate 


"Italics are reviewer’s. 
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future. Wherever it is important to deal with the social, educational, 
or other general aspects of the matter . . . . these matters will be 
stated as concisely and clearly as possible. . . . . For the most part, 
this work deals with the mental factors of industrial relationships, 
with organization conditions, and with experiments in changing or 
modifying organizations.” 

It is a little difficult to see exactly what Mr. Tipper means by some 
of the general terms he uses in his preface, but the remarks quoted, 
together with the title and subtitle, would surely lead the reader to 
expect a more or less organic and unified study of modern industrial 
organization in its human relations aspects. In this expectation, 
however, he will be disappointed. Mr. Tipper follows the lead of 
the White Knight in the latter’s philosophic discussion of poetic titles 
with Alice. The mame of the book is “Human Factors in Industry’’; 
it is called “A Study in Group Organization’’; it really is a series of 
somewhat disjointed topical discussions of various aspects of industry, 
with the emphasis as promised, on the human factor. 

Suggestive and shrewdly pointed observations they frequently 
contain, too. The twenty-two chapters are very uneven in quality. 
The best discussions are found in chapter v, on Education and 
Industry; chapter ix, on Leadership in Modern Industry; chapter xvi, 
on Fatigue; chapter xvii, on Fitting the Job to the Man; and chapter 
xviii, on the Wage System. The worst are the perfunctory discussions 
of trade unionism in chapters i and ii and of shop committees in 
chapter xii. The most suggestive chapter for the business man and the 
general reader, for whom the book is primarily intended, is probably 
that on the wage system. In many places the author, while writing 
as a practical layman, seems to feel an unconscious necessity of paying 
at least lip homage to book-lore. The result is too frequently sheer 
inaccuracy. In this chapter, fortunately, he refuses to permit himself 
to be so hampered, and the result is a fresh and somewhat original 
development by the man in the field of the havoc played in production 
standards by the fluctuations of the wage market. 

The book is marred throughout by inaccuracies, glaring inconsist- 
encies, too facile generalizations, repetitions, bromidic homilies, and 
even bad grammar. Pages might be filled with examples, but one 
case of inconsistency will have to suffice. On pages 18 and 19, after 
a superficial comparative examination of union organization in this 
country and Europe, the author states, “During the war this practice 
(of dealing through trade union machinery) was enlarged, but it did 
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not become sufficiently general to make it important in its influence 
upon industrial organization. ... . European action will have little 
bearing upon our requirements in this country today. We are not 
prepared to devote the time to the careful study of the matter which is 
usual in those countries (sic!). Our labor conditions are entirely 
different, and our economic conditions are sufficiently at variance to 
have considerable influence upon our method.” One wonders why, 
if trade unions here and abroad are of no practical consequence, he 
should have to wade through thirty-one pages of discussion of them 
at the beginning of the book. When he reaches page 80, however, he 
learns that “the events of the past thirty years would indicate how 
thoroughly these manufacturers’ organizations have been outnumbered 
by the trade unions, by the way in which they have been forced to 
accede to the demands of the unions and to the public opinion favoring 
the workers’ side and responding to the union propaganda.” By page 
111, things have become more serious, and he learns that “we are now in 
more danger of an autocracy of labor than we are from the continuance 
of the autocracy of the present owners of industry.” 

As a matter of fact, if one can reach any conclusion about the 
central thesis of the book, this thesis would have been served far more 
intelligently by opening with the third and fourth chapters, which 
deal with “Specialization and the Social Organization” and “ Modern 
Social and Industrial Interdependence.” Was the author guilty here 
of his first unconscious concession to academic circles by feeling it 
necessary to begin a discussion of “labor” with a survey of trade 
unionism? The results are far happier when he sticks to his “practical” 
instincts. 

“The work,” the preface states, “is the result of a great many years 
of intimate observation of industrial conditions in actual work with 
labor and in the supervision of all kinds of labor.” It is easy to 
believe this and to the adjective “intimate” the reader might truth- 
fully add “rather keen.” The citations given do not fairly indicate 
either the suggestiveness or the bias of the book. The author may 
not be a production engineer, but his point of view is very largely of 
that quality and he is as impatient of employers’ associations as he is 
of trade unions. As a series of side-lights from a reporter in the field 
the book in part is worth reading, but the reader must range more 
widely for his economic history and for his key to the philosophy 


of industry. Curtice N. Hircucock 
UNIVERSITY OF CHICAGO 
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The Retail Charge Account. Prepared for the Associated Retail 
Credit Men of New York City. F. W. Watter, Editor. 
Pp. xii+263. 

This book purports to contain explanations of the credit methods 
of the leading retail stores, furnished by the men responsible for these 
methods, and Mr. Walter assumes responsibility only in the capacity 
of editor. The impression gained from reading the book, however, 
would be that it is the work of a single author, who, whatever the 
sources of his information, had organized and correlated it into a unified 
whole. Mr. Walter has certainly done an admirable job of editing. 

Many of the “books for business men” which have appeared 
recently have been written from a purely academic point of view. 
They are valuable in outlining for the reader a method of approach to 
the problem discussed, and may be suggestive in many ways, but do 
not show an intimate first-hand knowledge of the more concrete and 
practical aspects of the problem. Others have gone to the opposite 
extreme. In many cases the writer has evidently been so immersed 
in the routine procedures, forms, and devices which he has used, or 
seen in use, that he fails to see the problem in its true perspective as 
a part of the administration of the business as a whole. Any attempt 
to discuss the operations and procedures of a given department in a 
business organization without a clear conception of the work of this 
department as part of a closely related whole is for the most part 
wasted effort. No two businesses have exactly the same administra- 
tive problems or form of organization, and description and illustra- 
tions of forms and procedures used in a particular business, to be 
suggestive to executives of other businesses, must have as a back- 
ground the relationships which exist between the department in 
question and the rest of the business organization. 

This treatment of the work of the credit manager in the retail 
store completely escapes the charge of being academic. It deals 
throughout with concrete problems common to the experience of 
credit managers, and in the most practical fashion. Procedures, 
mechanisms, and devices which have proven useful in practice are 
fully explained, discussed, and illustrated. Many topics of a very 
technical nature are considered, such as the most desirable forms of 
application blanks, the procedure to be followed in opening accounts, 
the mechanism of office records, procedures and mechanical devices 
employed in authorizing charge sales, and the most modern and effi- 
cient methods of keeping customers’ accounts and of billing the 
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customer. An excellent discussion of the peculiarities of instalment 
accounts is included, which brings out the fact that a different set of 
considerations is involved in granting instalment credit from that 
involved in opening a regular monthly account, considers the advis- 
ability of different policies with regard to instalment terms, and 
suggests certain bases upon which instalment customers may be 
classified to indicate the character of the risk. In this connection, 
also, the various methods of charging interest on instalment accounts 
are considered. 

In spite of the technical nature of much of the discussion, however, 
this work escapes far more successfully than would be expected of a 
work so compiled the failure to recognize the relations of the credit 
manager’s problems to those of other functional managers, and of the 
business as a whole. The nature of the service rendered in the exten- 
sion of retail credit, and the functions of the credit division, are dis- 
cussed in a manner which shows a clear conception of the teamwork 
which is necessary between this division and the other operating 
divisions of the retail merchandising organization. Considerable 
emphasis is placed on the importance of this division as a business- 
getter, and of its possibilities as an agency for developing customer 
good-will for the organization. Attention is given to the credit 
divisions’ relationships and need for co-operation with the selling 
organization, the shipping division, the exchange division, and the 
accounting and statistical division of the business. 

Mr. Walter is to be congratulated on organizing and presenting a 
body of material on a specialized and technical business problem in 
such a manner as to make it not only extremely suggestive and help- 
ful to business executives whose special field it touches, but also inter- 
esting and worth-while reading for anyone interested in the general 


subject of business administration. 
A. C. HopcEe 


UNIVERSITY OF CHICAGO 


Budget Making. By Artuur E. Bucx. A handbook on the 
forms and procedure of budget-making with special refer- 
ence to the states. New York: Appleton & Co., 1921. 

The author of this volume has undertaken the task of presenting 
model budget forms and outlining the procedure of budget-making 
in such a way as to be of assistance to those engaged in the actual 
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work of preparing budgets. The theory of the budget, the arguments 
in favor of its various types have been omitted in order to make way 
for a detailed analysis of the budget systems in operation in states 
and cities. 

The practical object of the book has been emphasized by the 
exhibits of model forms and by definite recommendations governing 
the form and contents of estimate blanks, the make-up of the budget, 
and the types of information which need to be compiled. There are 
brief chapters on “‘ Business Standards and Methods” and “ Adminis- 
trative Reorganization’”’ as related to budget-making, and appendixes 
listing the various budget laws and amendments and setting forth the 
relevant provision of the model state constitution prepared by the 
National Municipal League. 

The author attempts in this book to handle a phase of budget- 
making which has not been covered in any comprehensive way in 
other volumes on the subject. It is a handbook, a practical guide to 
the details of actual budget-making, intended for the financial officer 
and not for the general reader. This objective absolves the author 
from the necessity of meeting the general reader in the field of style 
and phraseology. The tendency toward enumeration, the compact, 
terse treatment, the absence of any desire to interest the reader in 
the general problem of responsible government of which budgetary 
reform is a part make this a book whose chief value will be to that 


small group to which it is really addressed. 
L. D. WHITE 


UNIVERSITY OF CHICAGO 


Rural Community Organization. By Avucustus W. HAYES. 
Chicago: The University of Chicago Press, 1921. Pp. vi+ 
128. $1.50. 

Ever since C. J. Galpin published his pamphlet, “The Social 
Anatomy of an Agricultural Community,” in 1915, students of rural 
problems have centered attention on case analysis of natural human 
communities. Attempts have been made to discover the community 
rather than create it. Mr. Hayes, a former student of Dr. Galpin, 
follows the objective method of his tutor in his research of local com- 
munity. He has found, however, that the trade area emphasized 
by Galpin does not always comprise the most effective unit for com- 
munity organization. His studies of rural communities in Indiana 
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show that the trade area boundaries frequently cut through rural 
primary groups formed around district schools and other local insti- 
tutions. A similar conclusion was arrived at by J. H. Kolb in a recent 
study of agricultural neighborhoods in the state of Wisconsin. Fur- 
thermore, Mr. Hayes discovers that the closely knit primary groups, 
just referred to, are either too small or not sufficiently inclusive to 
serve as adequate economic units for organization purposes. 

From a somewhat detailed study of consolidated school systems 
in two counties——-Randolph County, Indiana, and Marshall County, 
Iowa—supplemented by a more extensive correspondence carried 
on with school superintendents throughout the country, Mr. Hayes 
arrives at the conclusion that the consolidated school district, when 
comprised of several natural primary groups, is the most logical and 
efficient unit for rural community organization purposes yet discovered. 

Such attempts to discover the boundaries of natural territorial 
groups have already passed the stage of mere theoretical interest. 
Mr. H. Paul Douglas has collected for us in a paper published in the 
Proceedings of the Third National Country Life Conference, 1920, a 
list of legislative enactments passed by various states in the union 
recognizing the natural local areas defined by community self con- 
sciousness as legal entities for political and administrative purposes. 
Research in this direction is eminently worth while. Mr. Hayes’ 
little book adds another quota to our knowledge of community life. 

R. D. McKENZIE 

UNIVERSITY OF WASHINGTON 


Problems of American Democracy. By HENRY REED BURCH 
AND S. Howarp PATTERSON. New York: Macmillan Co., 


1922. Pp. x+6or. 

In 1916 the Sub-Committee on Social Studies of the National 
Education Association recommended that in the fourth year of the high 
school a study be made of “actual problems, or issues, or conditions, 
as they occur in life, and in their several aspects, political, economic, 
and sociological.” This recommendation was subsequently indorsed, 
with modifications, by the Committee on History and Education for 
Citizenship of the American Historical Association (1920). It was 
also partially approved by the American Sociological Society and by 
the Munro committee of the American Political Science Association 
(1921). Among the various states which have indorsed an advanced 
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course in social science—of some sort or another—are Pennsylvania, 
Maryland, New Jersey, Massachusetts, Ohio, Virginia, West Virginia, 
and Iowa. 

Whether a course in “current problems” is more desirable and 
practicable for high-school Seniors than a study of economics, political 
science, and sociology in their more specialized and traditional forms 
is regarded by many as doubtful. Whatever the outcome may be, 
the discussion itself is an indication of the growing demand for an 
enlargement of the time which has been allotted in the past to the social 
studies in secondary schools. Another indication of this demand and of 
the influence of the committees and states mentioned above is the 
appearance in recent months of a number of textbooks on “problems 
of American democracy.” 

The volume under consideration is an attempt “‘to acquaint the 
student with the bold outlines of the political, economic, and social 
development of American institutions” (Preface, p. vii). The authors 
follow the same method they have used in their earlier books, American 
Economic Life and American Social Problems. They have also made 
generous use of the material contained in these volumes; in fact, 
chapter after chapter of the latter book has been incorporated, with a 
few modifications, in the present publication. So numerous are such 
inclusions, in short, that the text can hardly be regarded as a new con- 
tribution. 

After devoting several introductory chapters to a discussion of the 
nature of society, the influence of environment, and the development 
of American government, the authors treat in order various political, 
economic, and sociological topics. Examples of these are ‘Problems 
of the City,” “The Problem of Immigration,” ‘The American Race 
Problem,” “Conservation of Our Natural Resources,” “The Regula- 
tion of Monopoly,” “Meeting the Increased Cost of Government,” 
“Problems of Organized Labor,” “The Conservation of Labor,” 
“Industrial Risks and Social Insurance,” “The Problem of Poverty,” 
“The Problem of Crime,” and ‘The Problem of the Modern Family.” 
The book is brought to an end with a chapter on ““The Widening Moral- 
ity and Social Progress.” An Appendix contains the constitution of 
the United States. 

The authors present their material in a dignified, clear-cut, and 
interesting manner. The volume contains a number of useful illustra- 
tions. The ‘Questions for Discussion” and the “Topics for Special 
Report”’ accompanying each chapter are for the most part worth while. 
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The utility of the ‘ References’’ would have been increased if specific 
pages or chapters had been cited in each instance. Many teachers 
will regard the guidance outline at the beginning of each chapter as a 
waste of paper: it merely repeats the paragraph headings and insets 
furnished in the ensuing discussion. The Index is too scant to be of 
much service. In print, paper, and format the volume is pleasing. It 


is a useful addition to the books in this field. 
Howarp C. HIti 
UNIVERSITY OF CHICAGO 


The Agricultural Bloc. By ARTHUR CAPPER. New York. 
Harcourt, Brace & Company, 1922. Pp. vii+171. 

In the crisp, readable style of the journalist, Senator Capper tells 
the story of the Agricultural Bloc in the Senate from the time of its 
inception in May, 1921, until the late summer of 1922. As one of a 
series of Handbooks for “The Farmer’s Bookshelf,” edited by Kenyon 
L. Butterfield, it is aimed at a friendly clientéle. The farmer’s title 
to consideration at the hands of his representatives in Congress is 
made out in the first few chapters of the book. Following this comes 
a statement of the burdens under which the farmer is laboring; the 
burden of an inadequate financial machinery, the burden of a badly 
organized marketing system, the burden of an unresponsive legislative 
body. In the final chapters, the author tells what the Agricultural 
Bloc has accomplished. 

As a piece of exposition—and that is clearly what is intended— 
Senator Capper’s book is interesting and informing; as an analysis 
of the specific problems affecting rural interests, it is disappointing. 
There is no attempt to be judicial in the general treatment. 

Senator Capper recognizes the issue that has been raised by “the 
grouping of legislators along economic lines instead of party lines,” 
but he does not discuss it. Results of the last Congressional election 
have strengthened enormously the power of the economic bloc in 
Congress. One may question whether power to shape legislation or 
to nullify efforts to pass legislation may safely continue to be exercised 
without a more definite fixing of party responsibility. 

Epwarp A. Duppy 

UNIVERSITY OF CHICAGO 





